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Corporation, the Company’s wholly- owned subsidiary. 




















THE JOURNAL OF 
LAND & PUBLIC UTILITY ECONOMICS 


Ya, \ 
(Tax \ 
eT eli 


CONTENTS FOR MAY, 1931 


" Valuation of Land by Public Utility Commissions 


| Constructing and Financing Toll Bridges 
' Real Estate License Laws in Theory and Practice 


| The Common Carrier-Public Utility Concept: 
: A Legal-Industrial View 


| An Inventory of Housing in a Suburban City 


' Competition and Electric Rates 


] Taxation and the Trend in Multi-Family Housing 


4 Departments Page 


~ Summaries of Research 


| Comments on Legislation and Court Decisions 


q Book Reviews 


Book Notices 


The contents of the Yournal are indexed in the Industrial Arts Index. 


Entered as second-class matter, 
January 5, 1925, at the post-office at 
Chicago, Illinois, under the Act of 
Congress of March 3, 1879. Accept- 
ance for mailing at special rate of 
postage provided for in section 1103, 
Act of October 3, 1917, authorized 
October 12, 1922. Printed in the 
United States of America. 

Subscription Rates: $5 a year; 
$1.25 a copy. Remittances may be 
made by personal checks, drafts, 


post-office or express money orders, 
payable to the Institute for Economic 
Research, Chicago, IIl. 

Agents of the Yournal in Great 
Britain, B. F. Stevens & Brown, Ltd., 
28-30 Little Russell St., British Mu- 
seum, London, W.C. 1. 

Copyright: Contents of this issue 
are covered by copyright, 1931, 
by the Institute for Economic Re- 
search. Copyright, 1931, in Great 
Britain. 


Editorial and Business Corre- 
spondence: Letters regarding editorial 
matters should be addressed to the 
Editor, Northwestern University, 
337 E. Chicago Ave., Chicago, IIli- 
nois. Letters concerning subscrip- 
tions or advertising should be ad- 
dressed to the Business Manager of 
the Journal, Northwestern Univer- 
sity, 337 E. Chicago Ave., Chicago, 
Illinois. Advertising rates furnished 
on application. 


PUBLISHED QUARTERLY BY THE INSTITUTE FOR ECONOMIC RESEARCH 
(FORMERLY INSTITUTE FOR RESEARCH IN LAND ECONOMICS AND PUBLIC UTILITIES) 


337 E. CHICAGO AVE., CHICAGO, ILL. 




















THE JOURNAL OF 
LAND & PUBLIC UTILITY ECONOMICS 
Ricuarp T. Exy, Editor-in-Chief 
E. W. Moreuouse, Managing Editor 


Heten C. Moncuow, Assistant Editor Dora E. WaLtenporr, Business Manager 


The contributors to this number include: 


Ernest M. Fisher, Professor of Real Estate, School of Business Administration, University 
of Michigan. 

Irwin S. Rosenbaum, of the Harvard Schoo! of Business Administration; Member, Cincinnati 
Bar. 


A. D. Theobald, Research Instructor in the Institute; Lecturer in Economics and Land 
Economics, Northwestern University. 


Frank Parker, Professor of Finance, Wharton School of Finance and Commerce, University 
of Pennsylvania. 


Albert G. Hinman, Research Associate in the Institute; Assistant Professor of Land Eco- 
nomics and Real Estate, Northwestern University. 


John W. Boatwright, Lecturer in Economics, Northwestern University. 


Coleman Woodbury, Research Associate in the Institute; Assistant Professor of Land Eco- 
nomics, Northwestern University. 


Marion R. Sumner, Research Assistant in Public Utilities in the Institute. 


Roy L. Reierson, Research Instructor in the Institute; Lecturer in Finance, Northwestern 
University. 


Mary Louise Ramsey, Research Assistant in the Institute. 


Benjamin Franklin Bills, President, Bills Realty, Inc., Chicago; Lecturer in Salesmanship, 
School of Commerce, Northwestern University. 


Helen Fisher Hohman, Evanston, Illinois. 


Henry P. Bruner, Lecturer in Public Utilities, Northwestern University; Vice President, 
Shore Line Motor Coach Company and Midwest Motor Coach Company, Chicago. 


Paul Jerome Raver, Research Associate in the Institute; Assistant Professor of Public 
Utilities, Northwestern University. 


Virgil P. Lee, Professor of Agricultural Economics, Agricultural and Mechanical College 
of Texas. 


Peter Leininger, Research Assistant, School of Commerce, Northwestern University. 
John E. Burton, Research Assistant in Taxation in the Institute. 


John D. Sumner, Assistant Professor of Economics, School of Commerce, Northwestern 
University; on leave from University of Buffalo. 


Helen C. Monchow, Research Assistant in the Institute. 


Fred D. Fagg, Jr., Professor of Law and Managing Director, Air Law Institute, North- 
western University. 


George S. Wehrwein, Professor of Agricultural Economics, University of Wisconsin. 
Hubert F. Havlik, Graduate Fellow, Columbia University. 


E. W. Morehouse, Research Professor in the Institute; Associate Professor of Economics, 
Northwestern University. 


Ben W. Lewis, Professor of Economics, Oberlin College. 
Walter H. Voskuil, Mineral Economist, National Industrial Conference Board. 























| 























THE JOURNAL OF 
LAND & PUBLIC UTILITY 
ECONOMICS 






VOLUME VII 
NUMBER 2 





Valuation of Land by Public Utility 


Commissions 
By ERNEST M. FISHER 


Ta valuation of land has plagued 


public utility commissions since 

their work of valuation began. 
“Land forms one of the most vexatious 
items of value in the physical property 
of a public utility,” writes one of the com- 
missioners in the report of a case.! And 
Judge Prouty, the late director of valua- 
tion for the Interstate Commerce Com- 
mission, expressed the same sentiment: 
“Some of the most delicate problems in 
the valuation of railroads arise in con- 
nection with lands.’” 

The significance of the problem is 
measured by the prominent place land 
holds in the list of property “used and 
useful” involved in valuation cases. The 
total amount of this item has not been 
compiled but it would be enormous, par- 
ticularly in railway cases. Judge Prouty 
estimates that for the “‘country as a 
whole it is perhaps 25%” of the total 
property involved in the valuation of 





1The Illinois Commissioner in Re Chicago, North 
Shore and Milwaukee Railway Co., P. U. R. 1918 B 405. 


railways. In very few cases does land 
represent what might be called a negligi- 
ble item. 

Land valuation is a complicated prob- 
lem and raises a number of questions 
which can be described only by the term 
“vexatious,” and probably the most vex- 
atious of all is the question of “unearned 
increment” in land values. Closely con- 
nected with it is the matter of land 
donated to utilities and thus placed in 
their assets without cost. Another 
perennial problem is concerned with 
whether the utility should be allowed, by 
imputing a higher value to its land as a 
community grows, to participate in the 
progress and growth of the community 
to which the utility itself is in most 
instances a large contributor. If such 
increases are allowed, it may be argued, 
the community itself is penalized by the 
necessity of paying higher rates; if they 
are denied, public utilities may be 





2“The Federal Valuation of Utilities,” 63 Annals of 
the American Academy 178 (January, 1916). 
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dwarfed. These questions will serve to 
illustrate the complexity of the problem. 


Historical Survey of Land Valuation 
Policies 


As a method of approach, an historical 
examination of the positions which com- 
missions have taken toward the problem 
may be worth while. Such a survey 
must not be expected, of course, to yield 
uniformity in attitudes, or even his- 
torical consistency. The result is likely 
to be rather a variety of points of view 
and policies, each of which may have its 
weaknesses and its strength. From all of 
them, and from the observation of the 
merits and defects of each, a more re- 
liable conclusion may be reached regard- 
ing a desirable and consistent policy. 

In the beginning of their valuation 
work commissions had a very slight 
basis upon which to work. The general 
background consisted of court decisions 
and administrative procedure arising 
principally from condemnation cases and 
assessments for taxation purposes.’ In 
addition, a group of decisions had been 
rendered by the Supreme Court involv- 
ing regulation of rates by legislative act.‘ 
The specific background was found in 
the acts establishing commissions and 
directing them to make valuations. 


3 For a valuable resumé of this background see A. M. 
Sakolski, ‘Valuation of Railroad Right of Ways,” 6 
American Economic Review 288 (June, 1916). 


‘For an illuminating discussion of the history of 
public utility regulation including specific reference to 
the cases involved, see Martin G. Glaeser, Outlines of 
Public Utility Economics (New York: Macmillan Co., 
1927), pt. II, c. 7-13. 

5 Comp. L. 1926, c. 13 B, § 4609; ¢. 35. 

6 Other typical statements run as follows: “The com- 
mission shall have power to ascertain the value of the 
property of every public service corporation . . . and 
every fact which in its judgment may or does have any 
bearing on such value.” (Arizona, S. L. 1912, c. 90, 
§ 47). 


“Said Commission shall have the power, and it shall 
be its duty to ascertain the reasonable value of all 
property of any common carrier or public utility... 


These statutes were explicit only in pro- 
viding that the work must be done; they 
contained, except in a few isolated in- 
stances, no instructions as to how it was 
to be done. The most specific instruc- 
tions are contained in the North Dakota 
statute’ which provides that the Com- 
mission 


“shall have authority to ascertain and report 
(a) the original cost, if any, of each parcel 
of land owned and used by such public util- 
ity and a statement of the conditions of 
acquisition, whether by direct purchase, by 
donation, by exercising the power of eminent 
domain, or otherwise, (b) the value, as of a 
date certain, of each parcel of land owned 
and used by such public utility, by compari- 
son with the value of contiguous and neigh- 
boring parcels of land and land of similar 
character as to location and use. (c) If there 
should be any additional value to such 
utility by reason of the ownership by it of 
any or more parcels of land, and it is used as 
a continuous right of way for transportation 
purposes, or for other purposes, such addi- 
tional value shall be separately and specifi- 
cally set forth for each parcel . . . (g) The 
value of the property of a public utility com- 
pany, as determined by the commissioners, 
shall be such sum as represents, as nearly 
as can be ascertained, the money honestly 
and prudently invested in the property . . . 
The commission shall exclude from such 
valuation all unearned values or unearned 
increments.” 


used or required to be used in its services to the public 

. whenever it deems the ascertainment of such 
value necessary in order to enable the commission to 
fix fair and reasonable rates, joint rates, tolls and 
charges . . . etc.” (Kan., Rev. Stat. 1923, c. 66, § 128). 

The Nebraska statute is more specific in enumerating 
the items to be appraised, but simply says that the Com- 
mission shall “ascertain forthwith the physical value of 
each railroad and public service corporation,” going on 
to enumerate the items to be covered and reported 
upon such as “First. The value of all real estate . . 
Second. The value of all grading... Third. The 
value of all track material . . .”. and so on (Comp. Stat. 
1922, c. 12, art. 18, §§707, 708). 

In some statutes a slightly different wording is used; 
in Washington, for example, the Commission is in- 
structed to find among other items, the “‘total market 
value of the property of each public service company 
operating in the state used for the public convenience 
within the state.”” (Comp. Stat. (Remington) 1922, 
title 72, §10441). 
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This Act thus disposes definitely of 
the question of ‘“‘unearned increment” 
and establishes the criterion of honest 
and prudent investment as the guide 
for the Commission. But it requires also 
that land value as measured by the value 
of similar land contiguous or in the 
vicinity shall be reported. The majority 
of the acts are similar to the Transporta- 
tion Act of 1920 or the Valuation Act of 
1913, which specify that the Interstate 
Commerce Commission shall establish 
value by ascertaining “‘all the elements 
of value recognized by the law of the land 
...” What those elements are and the 
methods by which they are to be com- 
bined into an estimate of value are 
questions thus far left to the commis- 
sions in the first instance and then to the 
courts, instead of being detailed in the 
statute.’ 

But little light is shed on the prob- 
lem, however, by court decisions. These 
decisions are as non-committal as the 
statutes. Beginning with Smyth v. 
Ames and coming down through both 
major and minor cases, one finds only 
general observations, such as a reitera- 
tion of the fact that cost of reproduction, 
etc., should be considered, as “elements 
of value,” or decisions on technical and 
minor points that are peculiar to a given 
case. 

Thus in Willcox v. Consolidated Gas 
Company® the Supreme Court came 
very near to a straightforward enuncia- 
tion of the right of a public utility to 
enhancements in value of property, when 
it declared that 





7 The phrase “‘all the elements of value recognized by 
the law of the land” received a revival of significance by 
the decision of the Supreme Court in the O’Fallon Case, 
279 U. S. 461 (1929). The majority of the Court annul- 
led the order of the Commission because in appraising 
the value of the property of the carrier involved, the 
Commission had purposely refused to consider the cost 
of reproduction at the time of the valuation. Thus, said 
the Court, the Commission had refused to follow the 
specific provision of the Act which stipulates considera- 


“the value of the property is to be deter- 
mined as of the time when the inquiry is 
made regarding the rates. If the property, 
which legally enters into the consideration 
of the question of rates, has increased in 
value since it was acquired, the company is 
entitled to such increase.” 


Provision was made, however, for ex- 
ceptions and this rule was announced 
only as “‘the general rule.”” Further, the 
decision left entirely unanswered the 
question of methods of determining pres- 
ent value. 

This decision was directed toward the 
value of the property as a whole and not 
intended for specific application to land. 
One of the earliest decisions in which 
such direct reference was made was that 
handed down in the Second Minnesota 
Rate Case.® Here the Court stated that 
“the company would have no ground of 
complaint if it were allowed a value for 
these lands equal to the fair average 
market value of similar land in the 
vicinity . . .” The effect of this decision 
upon the practices of commissions will 
be discussed later. In subsequent deci- 
sions very little is added to this state- 
ment. 


Commission Practice in Land Valuation 


I. Cost of Reproduction Basis. In de- 
cisions prior to the Second Minnesota 
Rate Case, it was common practice for 
commissions to value the land of public 
utilities by ascertaining the cost of dupli- 
cating the holdings of the utility in the 
immediate vicinity. This cost was de- 
termined by an analysis of the market 
value of neighboring or contiguous 


tion must be given to “‘all the elements of value recog- 
nized by the law of the land.” The cost of reproduction, 
said the Court, is one such element. Beyond the state- 
ment of this technical position the Court did not go. 
The decision, therefore, contributed little or nothing to 
the solution of the problems of the valuation of land. 


8 212 U.S. 19 (1909). 
9 230 U.S. 352 (1913). 
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lands as indicated by (a) the sale price 
actually received for such lands, (b) the 
application of a sales-assessment ratio to 
the assessed value of the land of the pub- 
lic utility, (c) opinion evidence of value. 
To the average vaiue of contiguous or 
neighboring land thus ascertained an 
amount was added by the application of 
so-called “‘multipliers’” which were de- 
signed to make allowance for costs in- 
volved in acquisition, such as the cost of 
condemnation suits, an allowance for 
awards in condemnation suits that 
represent more than market value, in- 
terest during construction, attorneys’ 
fees, and “‘overhead.”’ Thus two steps 
were required in this process: (1) the 
determination of the fair market value 
of the neighboring or contiguous lands, 
and (2) the application of the multiplier. 
Each of these steps requires some further 
examination. 

Valuation of Neighboring Property. 
The use of prices received at bona fide 
sales of neighboring or contiguous prop- 
erties involves first the division of the 
land of the public utility into a number 
of “zones” or separate areas. Each zone 
or area must be composed of homogene- 
ous properties covering land that is as- 
sumed to be “similar” to the land of the 
public utility. Data on recent sales of 
land in each zone are then sought and the 
prices received for the land are ana- 


10 This method is described in the quotation infra, 
n. 20, p. 120, from the report of theInterstate Commerce 
Commission. It is also described in State Printing Co. 
v. Madison Gas and Electric Company, 4 W.R.C. R. 526. 
Also in Re Purchase Oshkosh Water Works Plant, 12 
W. R. C. R. 602, and in Re Purchase Manitowoc Electric 
Light Plant, 13 W. R. C. R. 452; also Re United Rail- 
ways Co. (Mo.), P. U. R. 1923 D 790. The last case 
cited also contains a discussion of the objection to the 
use of multipliers or additions for severance costs, conse- 
quential damages, etc., and a discussion of the sales- 
assessment ratio method. 

There is little uniformity in the cases regarding the 
credence to be placed in assessed valuations. In Kansas 
City Southern Case, 75 1. C. C. 258, and La Crosse and 
S. E. Ry., 119 I. C. C. 416, assessment data were de- 
clared unreliable. But in Corona v. Corona Home T. & 
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lyzed. Thus for each zone an average 
sale price per unit, such as a square foot 
or an acre, is calculated and is taken as 
the base value per unit of all land in the 
zone, including that owned by the util. 
ity. Slight adjustments of the base value 
per unit may be made in consideration of 
special conditions affecting each parcel." 


The use of this process obviously re- } 
quires careful, painstaking, and tedious 


collection and verification of sales data 
covering a considerable period of time 
and a wide variety of properties. In ad- 


dition, this process involves the wide | 


exercise of judgment at several critical 
points. Plotting the boundaries of zones 
or areas, decision as to the limits of the 
period of time during which sales prices 
may be considered comparable, weight- 
ing of sales prices to secure an average— 
no one of these decisions can be made 
upon a fixed mathematical basis; judg- 
ment plays the leading role in determin- 
ing the answer. 

Sales-Assessment Method. In similar 
manner the sales-assessment ratio is 
applied to the land of the public utility. 
The amount of this ratio is determined 
by a survey of the ratios of assessed to 
sales values prevailing in the immediate 
vicinity of the utility’s holdings and the 
average of these ratios is applied to the 
assessed value of the land owned by the 
utility company." This method is open 


T. Co. (Cal.), P.U. R. 1915 F 1014, the California Com- 
mission “‘adopted the appraised value (for taxation) ofa 
lot and building made by the city assessor . . . rather 
than that made by employees of the company who were 
not engineers and had no experience in appraising tele- 
phone property.” Likewise, the New Jersey Commis- 
sion accepted assessed valuations, asserting that it 
would “not countenance a double standard of valuation, 
one for taxation and the other for the issuance of secuti- 
ties, where, by the state constitution, property is tax- 
able at its full value . . . particularly when the public 
utility has appealed and received a reduction of taxes 
on its own testimony that the value was less than that 
fixed by the assessors.”” (Re Rariton River Co. (N. J.); 
P. U. R. 1915 E72.) The Wisconsin Commission made 
an important point which has been too frequently neg- 
(Footnote 11 continued on page 117) 
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to all the criticisms mentioned in con- 
nection with the method previously dis- 
cussed. It is subject to the further and 
very serious objection that it is not a 
method of valuation at all, but solely a 
method of juggling the valuations fixed 
by the assessor. It rests upon the as- 
sumption that tax assessments are uni- 
form and fair and proposes to solve the 
whole problem by assuming that tax 
assessors have already solved it—an as- 
sumption not generally accepted. 
Expert Opinion Method. Opinion evi- 
dence of two sorts appears to be used. 
The first is opinion evidence as to the 
value of adjacent or neighboring prop- 
erties. This evidence may be used either 
to supplant, supplement, or substitute 
for actual sales data or the results of the 
application of the sales-assessment ratio. 
The second type is opinion evidence as 


(Footnote 11 continued from page 116) 

lected in discussion of land valuation when it refused to 
accept tax assessments on the ground that “‘the price 
placed on land by the tax assessor is not a satisfactory 
measure of value, for the reason that it attempts not to 
show the face value, but to maintain a just proportion- 
ate value between different pieces and classes of prop- 
erty.” (Re Purchase Manitowoc Electric Light Plant, 
13 W. R. C. R. 455.) The point is further emphasized 
in Ernest M. Fisher, Advanced Principles of Real Estate 
Practice (New York: Macmillan Co., 1930), p. 166. 
The sales-assessment ratio method was probably most 
highly developed by the late Mr. T. A. Polleys, who was 
connected with the Chicago & North Western Railway 
Co. It was described and defended by Mr. Polleys in 
“Real Estate Valuations,” 1 Proceedings of Minnesota 
Academy of Social Sciences 59. 


2 “Considerable weight should be given to testimony 
as to the value of real estate by one familiar with land 
values in the locality in which the public service prop- 
erty is located,” says the Missouri Commission in 
Commercial Club v. Missouri Public Utilities Co., P. U. 
R. 1915 C 1017. But in Meek v. Consumers Electric 
Light and Power Co. (Mo.), P. U. R. 1915 A 967 the 
same Commission did not sustain the use of expert 
testimony. In addition to the statements above quoted, 
the Interstate Commerce Commission admits it ob- 
tained the “opinion of about 14 persons residing and 
engaged in business in the general vicinity . . . men 


whose opinions they regarded as the most reliable ob- 
tainable” (75 I. C. C. 493). And in 108 [. C. C. 557 the 
testimony of a witness for the carrier was accepted, 
“though not aualifying as an expert.” 


In 144 1. C. C. 
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to the value of the public utility land 
itself, the opinions being presumably 
based upon familiarity on the part of the 
witness with both the land owned by the 
public utility and adjacent and neigh- 
boring lands and the prices at which the 
latter have been sold or leased. 

Little uniformity appears to exist in 
the qualifications required of expert 
witnesses or the value to be placed upon 
their testimony.” In some jurisdictions 
they must be real estate dealers of ex- 
perience in the market; in others, busi- 
ness men in the community who are 
presumably well informed on business 
matters in general are sought; in many 
cases, such as in those reported by the 
Interstate Commerce Commission, de- 
pendence seems to be placed upon en- 
gineers and other technicians attached 
to the staff of the Commission." Not- 


319 and 144 I. C. C. 760 testimony was rejected be- 
cause witnesses were not qualified. 

18 The Indiana Commission described its procedure as 
follows: ‘The staff of this Commission appraises land 
by obtaining data in the following manner: We find 
people who are familiar with property values in the im- 
mediate vicinity of the land to be priced. We gather 
information from the class of people who are inclined 
to be conservative in their estimates of land values, 
such as bankers, and we also interview a class of people 
who are inclined to be optimistic, forward-looking con- 
cerning land values, such as real estate dealers. After 
having gathered the data from all these sources (from 
four to six sources as a minimum) we reduce these 
estimates to a common basis, as for instance, front foot, 
square foot, or acre. After weighting the abilities of the 
parties from whom information was obtained a figure 
is adopted by the engineers having this part of the work 
in charge.” (East Chicago and Indiana Harbor Water 
Company, P. U. R. 1922 A 198.) The method employed 
by the Interstate Commerce Commission is described 
infra, n. 20, p. 120. 

One of the reports of the Interstate Commerce Com- 
mission reads: “The carrier’s contention that the value 
placed upon certain of its lands should be increased 
is also based upon testimony concerning the value of 
similar and adjacent lands. This testimony consists to 
a great extent of opinions of witnesses concerning the 
value of land in the vicinity of the railroad. Some sales 
were cited in support of the opinions but these were few 
in number. Their tendency was to indicate larger values 
than were reflected in the tentative valuation. 

“Field notes prepared by our land appraisers during 

(Footnote 13 continued on page 118) 
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withstanding this variation in practice, 
the fact is clear that opinion evidence is 
obviously no better than the source from 
which it is taken. In some cases it hardly 
represents the fair and unbiased judg- 
ment of the expert witness. It is not 
strange that expert witnesses frequently 
testify in such a manner as to prove 
worthy of their hire—from the point of 
view of their employer! The most 
scrupulous testimony must be _ based 
upon the assumption that the value of 
the land of the public utility is the same 
as that of adjacent and neighboring 
lands. This very assumption may be 
seriously challenged. 

The practice of commissions regarding 
the compilation and use of these three 
types of value evidence is not at all uni- 
form. Some commissions prefer bona 
fide sales evidence; others seek opinion 
evidence; in some cases sales-assessment 
ratios seem to have been applied; and in 
many cases all three types have been 
gathered and considered in arriving at a 
judgment as to value." 

Application of the Multiplier. The next 
step in this process is that of the applica- 
tion of multipliers to represent what the 


(Footnote 13 continued from page 117) 

their investigations of the carrier’s properties were 
placed in evidence. These notes show not only a large 
number of opinions of residents in the vicinity but also 
the amounts for which many sales of land were made. 
The sales were much more numerous than those cited 
by the carrier. Both opinions and sales were in support 
of the amounts shown in the land report. Actual sales 
as a rule afford the best evidence of value, and in our 
opinion the sales enumerated in the field notes of our 
appraisers fully support the values set out in the 
tentative report.” (84 1. C. C. 678.) 

4In Re Purchase Oshkosh Water Works Plant, 12 
W. R. C. R. 616, the Wisconsin Commission stated 
that it had “based its value upon information with re- 
spect to sales of land in the immediate vicinity under 
substantially similar conditions as modified by other 
information at its command, and by personal inspec- 
tion.” A considerable amount of importance is attached 
by nearly all commissions to personal inspection. 

16 Harleigh H. Hartman, Fair Value (New York: 
Houghton Mifflin Co., 1920), p. 148; also Henry C. 
Spurr, Guiding Principles of Public Service Regulation 


Supreme Court aptly characterized as 
“hypothetical outlays.” The size of the 
multipliers used has varied greatly with 
different commissions and probably with 
the avidity of public utility advocates 
and the success with which they argued 
their cases. The range of the multipliers 
is between one and five. Some commis- 
sions have used a different multiplier for 
different types of land. Thus the Ne. 
braska Commission multiplied by a mini- 
mum of 150 and a maximum of 300 to se- 
cure the value of right of way in a rural 
community and a minimum of 125 anda 
maximum of 200 for land located in towns 
and cities.” While not at all universal, 
the use of multipliers and allowances for 
“overhead” and so on was very common 
before the decision in the second Minne- 
sota Rate Case in 1913.'° Since that 
time, the practice has been largely 
abandoned" although for a short time 
afterward the California Commission 
continued it, and occasional cases still 
may be found in which multipliers are 
used.}8 

The practice described was developed 
as an application of the cost-of-reproduc- 
tion theory to lands owned by public 


(New York: Public Utility Reports, Inc., 1924), vol. 2, 
pp. 37 ff. for list of cases and for comment. 


16 Supran. 9. Also see inter alia, Re Petaluma ana §. 
Ry. Co. (Cal.), P. U. R. 1915 C 742; Re Mo. So. Ry Co., 
3 Mo. P. S.C. 1. See also Spurr, op. cit., vol. 2, p. 37 
for brief notes regarding decisions on the point. 


17 See, for example, Re Central P. Ry. Co. (Colo.), P. 
U. R. 1916 B 845; Re Baltimore County Water and Elec- 
tric Co. (Md.), P. U. R. 1918 F 522; Re Great Falls Gas 
Co., P. U. R. 1922 D 408; Re Denver Tramway, P. U.R. 
1919 E 219; Re Miss. River and B. T. R. Co. (Mo.), P. 
U. R. 1918 C 321; Re Pacific Electric Ry. Co. (Cal.), P. 
U. R. 1923 A 572; Re Metro West Side Elec. Ry. Co. (Ill.), 
P. U. R. 1921 B 229; Re Public Service Ry. Co. (N. J.), 
P. U. R. 1921 D 593; Re Elizabethtown Water Co., P. U. 
R. 1922 D 215; Re United Rys. Co. (Mo.), P. U. R. 1923 
D 759. For further cases, see Digest, P. U. R. 1924, p. 
401; tbid., 1925, p. 444; ibid., 1927, p. 400. 

18 As in Miss. R. & B. T. Ry. Co. (Mo.), P.U.R. 1918 
C 321; Mamaroneck v. N. Y. Interurban Water Co., 
P. U. R. 1927 A 72; Public Utility Commission v. East 
Providence Water Co. (R. 1.), P. U. R. 1926 E 641. 
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utilities. The assumption underlying 
the practice was that the right of ways 
and other lands owned by utilities were 
to be reproduced by such means as were 
available and at a cost which included 
all outlays necessary to reproduce those 
lands. It appears not to have occurred 
to advocates of this theory that the re- 
sult of the process involved was the 
cost of acquiring vor the lands actually 
owned and utilized by the utility, but a 
similar amount of land in the immediate 
vicinity of, or actually contiguous to, 
the lands whose value was being sought. 
Briefly, no particular piece of land can 
be reproduced; every piece of land is 
unique. The process described, there- 
fore, represents a method of ascertaining 
only the cost of acquiring substitute 
land, not the cost of reproducing the land 
owned by the utility. 

The basis for the decision to abandon 
use of multipliers and additions for con- 
tingencies and overhead is the state- 
ment of the Supreme Court in the Sec- 
ond Minnesota Rate Case where the 
court said that 


“the company would have no ground of com- 
laint if it were allowed a value for these 
ands equal to the fair average market value 

of similar land in the vicinity, without addi- 

tions by the use of multipliers, or otherwise, 
to cover hypothetical outlays.” 


Further, said the Court, 


“St is manifest that an attempt to estimate 
what would be the actual cost of acquiring 
the right of way if the railroad were not 
there is to indulge in mere speculation . . . 
The conditions of ownership of the property 





19 Commissioner Daniels, dissenting in Kansas City 
Southern Railway Co. (75 1. C. C. 269), raises objection 
to the fact that this statement had “been elevated by us 
into a hard and fast rule to govern our land valuation.” 
A noted author writes regarding this decision: “Thus 
the Court emphatically adopts as the maximum meas- 
ure of value which the railroad is entitled to have 
recognized as a part of the rate base ‘the fair average of 
the normal market value of land in the vicinity having a 


and the amounts which would have to be 
paid in acquiring the right of way, supposing 
the railroad to be removed, are wholly 
beyond reach of any process of rational 
determination. The cost-of-reproduction 
method is of service in ascertaining the 
present value of the plant, when it is reason- 
ably applied and when the cost of reproduc- 
ing the property may be ascertained with a 
proper degree of certainty. But it does not 
justify the acceptance of results which de- 
pend upon mere conjecture.” 


The ruling would appear broad enough 
to admit application of multipliers in 
those cases where their use does not de- 
pend upon “mere conjecture.” But com- 
missions appear to have made sweeping 
application of the phrase “‘a value... . 
equal to the fair average market value of 
similar land in the vicinity, without addi- 
tions by the use of multipliers, or other- 
wise, to cover hypothetical outlays,” 
notwithstanding the fact that the Court 
conservatively introduced this state- 
ment with the equivocal reservation that 
in the particular case “the company 
would have no ground of complaint” if 
it had been allowed only such an amount. 
The statement seems to be too guarded 
to justify its elevation to a principle of 
universal application.!® 

With the abandonment of the use of 
multipliers and the principle of repro- 
duction cost in connection with the valu- 
ation of land, the majority of the com- 
missions have based their valuations 
upon the “fair average market value of 
similar land” in the vicinity. This has 
been the practice of the Interstate Com- 


similar character’ . . . With respect to land, therefore, 
we have market value set up as the lawful measure of 
fair value, and both original cost and reproduction cost 
rejected.” Whitten and Wilcox, Valuation of Public 
Service Corporations (New York: Banks Law Publishing 
Co., 1928), p. 921. This conclusion hardly seems justi- 
fied. See John Bauer, Effective Regulation of Public 
Utilities (New York: Macmillan Co., 1925), pp. 100 ff. 
The interpretation here given was adopted in part 
by the Missouri Commission in Re Missouri S. R. Co., 
P. U. R. 1916 C 607; quoted in Spurr, op. cit., p. 24. 
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merce Commission since the time when 
it began to issue its valuation reports.?° 
The Commission is careful to state in 
many of its reports that “if the land has 
any special value for railroad purposes, 
that is also taken into account.” In this 
assertion it is followed by a number of 
state commissions.” But in few cases 
does the use of this phrase appear to be 
more than ritualistic.” Special adapta- 


20 The procedure of the Interstate Commerce Com- 
mission is described as follows (Texas Midland Case, 
75 1.C. C. 167): 

“Present value as reported by the Commission is 
nearly synonymous with market value. What is done is 
to ascertain the number of acres of carrier land, to 
determine the market value of similar land adjoining or 
in the immediate vicinity per acre, and to apply that 
price to the number of acres. 

“For the purpose of determining this present value 
the Commission sends into the field its land appraisers, 
who make a personal inspection of the property and 
ascertain certain facts which bear upon the value. The 
right of way is first divided into zones, and each zone 
contains lands of substantially similar character and 
value. Every zone is continuous from one end to the 
other. The appraiser having laid out his zone next 
proceeds to determine the market value of adjoining 
and adjacent lands. For this purpose he collects all 
recent sales which he can find of similar lands in the 
immediate vicinity. He also ascertains the assessed 
value of such land and finally the opinion of different 
classes of well-informed persons as to such value. From 
a consideration of all these sources of information he 
determines the unit or market value. 

“The work of the land appraiser involves an inspec- 
tion of the land to be valued. In some instances where 
desert lands are under appraisement which have either 
little or no value, and where one mile is like every other 
mile, an inspection has been made from a moving train, 
but in nearly all instances the appraiser walks over the 
land to be valued and spends a considerable amount of 
time in inspecting similar lands, in identifying those 
lands for which he can obtain sales and assessments, 
and generally in forming an opinion of the value. Where 
the land under appraisal is city land and of considerable 
value, a great amount of time is often expended, par- 
ticularly in the obtaining of sales and assessments.” 

Again the procedure is briefly described as follows: 

“The values set out in the agreement were arrived at 
by an inspection of the land itself and after considera- 
tion of representative sales, assessments, and local 
opinions. They represent the best judgment of our 
appraisers. Their method of appraising land is fully 
set forth in . . . the Texas Midland Cases . . . Pres- 





ent value as reported by us is measured by the value of 
similar land adjoining or in the immediate vicinity of 
the land under valuation. A personal inspection of the 


tion of the land to public utility uses ap. 
pears to have influenced the valuation 
in very few instances,” and in these cases 
the principle seems to have been poorly 
defined and its operation clumsily al- 
lowed for.”4 

Thus the method most widely in use 
at present measures the value of the 
public utility land by the “market value 


land is made and sales of similar land, assessments cov- 
ering land in the vicinity, and opinions of persons quali- 
fied to express such opinions, are considered by our ap- 
praisers in determining present value.” (84 I.C.C. 609.) 

21 But for contra, see in Re Omaha and C. B. Street 
Railway Co.(Neb.), P.U. R. 1919 A 845; Mueller and Co. 
v. Pere Marquette Ry. Co. (Mich.), P. U. R. 1922 B 422; 
Re Salmon River Power and Light Co. (Idaho), P. U.R. 
1926 E 728. The position of the Idaho Commission ap- 
pears somewhat to have been reversed in Idaho Power 
Co. v. Thompson (P. U. R. 1927 D 388). The Wisconsin 
Commission refused to allow for special suitability of 
the land, saying (City of Ripon v. Ripon Light and 
Water Co., 5 W. RR. C. R. 12, 13), that “the stockholders 
and the public . . . are entitled to demand from the 
management that degree of judgment and foresight 
which is to be expected of men entrusted with the ex- 
penditure of such large sums of money in investments of 
a permanent character.” But in State Journal Printing 
Co. v. Madison Gas and Electric Co. (4 W. R. C. R. 523), 
the same Commission held that “land used for industrial 
purposes, which is so located that it can be cheaply and 
conveniently reached by sidetracks, has many ad- 
vantages over land which is less favorably located, and 
that advantages of that character may have a value 
that should be considered in valuations of this nature, 
would seem clear.” 


22 No allowance was made for special adaptability in 
Mount Hope Mineral Railroad Co. (125 1. C. C. 323), 
because special adaptability was not shown. Similarly 
in Lake Tahoe Ry. and Trans. Co. (125 1. C. C. 337), 
allowance for special adaptability was denied, although 
the right of way was through the only canyon over the 
mountains, because the “facts cited do not prove an 
added value because of special adaptation.” See also 
1254.6. C..938. 

%3 See, e. g., Re San Gabriel Valley Water Co. (Cal.), 
P. U. R. 1915 B 895; Re Marin Municipal Water Dist. 
(Cal.), P.U. R. 1915 C 474. 

In Roundup v. Roundup Coal Min. Co. (Mont.), P. 
U. R. 1916 D 393, for example, the Montana Com- 
mission states that “the value of the surface rights 
of this land does not exceed $100 per acre for ordinary 
purposes, but the proximity of this land to the source 
of fuel supply certainly increases its value for this 
particular use, and it has, therefore, been estimated 
at five times its normal value.”” No explanation 1s given 
as to why “‘five times its normal value”’ was estimated 
instead of 2, 10, or 25. 
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of similar lands adjoining or in the im- 
mediate vicinity.”” This is obviously an 
indirect rather than a direct approach to 
the problem. The process does not com- 
pute the value of public utility lands but 
instead an average value per unit of those 
lands that lie near and are geographically 
or topographically similar to the utility 
lands, and then imputes to the utility 
lands a value equal to that average per 
unit. The yardstick, in other words, is 
quite arbitrarily chosen. It may be a 
good, bad, or indifferent standard, but it 
has been quite rigidly and meticulously 
applied. But quite obviously it is ap- 
plicable on/y if the fundamental assump- 
tion upon which it rests is valid. In 
other words, the assumption must be 
examined in order to judge the merits 
of the standard. 

In the first place, the assumption that, 
because the public utility land and the 
other lands involved are ‘‘adjoining or 
in the immediate vicinity,” the value of 
the one may be measured by the value 
of the other appears at first blush to be a 
reasonable assumption. It seems logical 
that proximate lands, being immovable 
and fixed, should have closely compar- 
able values. So easy is this assumption 
to comprehend and to believe that many 
have accepted it and acted upon it— 
some to their sorrow. 

As contour maps of land values in 
many cities show, one needs only to step 
“just around the corner,” or just across 
an alley or a street, in numerous in- 
stances to pass from high-value to low- 
value property, or vice versa. Proximity 
to land of high value proves nothing; 


2% In the reports of the Interstate Commerce Com- 
mission the phrase varies slightly. Thus it runs, “value 
of similar lands adjoining or in the immediate vicinity” 
(75 1. C. C. 258, 259, 262); or “fair average of the nor- 
mal market value of adjoining or adjacent lands” (119 
I. C. C. 538; 119 I. C. C. 733; 131 I. C. C. 861). The 
Oregon Commission reports that the “values of .. . 
real estate were estimated on the basis of the reasonable 


it does not even warrant the assumption 
of high value. Value contours represent 
probably as frequently as not precipitous 
rather than gradual slopes. Some of the 
highest values in land in our cities are 
found in what are called the “one hun- 
dred per cent” chain store locations. 
Some of the lowest values may be found 
in contiguous properties on the wrong 
street, or on a side street, or in the rear 
across the alley. The first assumption, 
then, seems unfounded. 

The second assumption involved in 
the use of this yardstick is that the lands 
by the value of which the value of the 
public utility lands is measured are 
“similar.” No definition of similarity 
has been given. Indeed, the statement is 
made in a number of the Interstate 
Commerce Commission cases that the 
sales reported are carefully scrutinized to 
determine whether the land is similar,’ 
but few clues are vouchsafed as to those 
characteristics which determine similar- 
ity. One must infer from the whole 
process of delimiting zones and districts 
that the similarity sought is geographical 
or topographical. These, however, are 
only physical characteristics, and, value 
is an economic phenomenon. It is likely 
also that in the determination of zone or 
district limits the use of the land is con- 
sidered. But if this be the case, then the 
error is obvious. The uses of adjoining 
or nearby lands are varied and are 
necessarily different from the public 
utility use. They are free to command 
rent or a price in the competitive market; 
the land owned by public utilities and 


market value of similar lands in the locality.” (Re Port- 
land R. Light and Power Co., P. U. R. 1916 D 976). 
Similarly the Illinois Commission in Re Tri-City R. Co., 
P. U. R. 1919 E 836. 


% As in the Delray Connecting R. R. Co., 106 1. C. C. 
194; Elberton and Eastern R. R. Co., 114 I. C. C. 760; 
119 I. C. C. 583; Port St. Foe Dock and Terminal Ry., 
121 1. C. C. 793; Augusta Northern Ry., 125 1. C. C. 16; 
Tuskegee R. R., 125 1. C. C. 203. 
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used in rendering the public utility serv- 
ice are removed from the competitive 
market by the very use to which they are 
put and are made subject to the forces 
of monopoly under regulation.2”7 The 
economic basis of land value must be 
sought “in the use to which it is or may 
be put.’& Violence is done to this 
fundamental principle when the value 
of land used to render a public utility 
service for an indeterminable period is 
measured by the average of prices re- 
ceived for land, however similar physi- 
cally, put to or available for a variety of 
other uses, or when it is measured by 
any other standard based upon the con- 
sideration of land economically dis- 
similar.?° 

From the practical point of view an- 
other argument has been advanced 
against the measurement of the value 
of public utility lands by the value of 
adjacent lands, particularly in cases in- 
volving the fixing of a rate-base. This 
argument is that such a method intro- 
duces a fluctuating factor in the rate- 
base. Data on the behavior of real 
estate values are scarce, but general ob- 
servation leads one to conclude that, 
with the exception of very high priced 
business property, its fluctuations are 
wide and sometimes more frequent than 
commonly supposed. Certainly an at- 


27 This fundamental difference was emphasized in 
City of Appleton v. Appleton Water Works Co., 5 W. R. 
C. R. 219, where the Wisconsin commission said: 

“The value of such [public utility] plants . . . must 
necessarily be arrived at in a different manner from that 
ordinarily employed in placing a value upon real or per- 
sonal property in general. As the latter are subject to 
barter and sale in the market, their values are capable 
of ascertainment by evidence of market prices of similar 
property similarly situated but as the former are not so 
bought and sold, there is nothing with which to compare 
them and hence some other measure of value must be 
resorted to.” 

See also the decision of the Wisconsin Supreme 
Court in Waukesha Gas and Electric Co. v. Railroad 
Commission, 194 N. W. 846 (1923), with cases there 
cited. Quoted in Glaeser, op. cit., p. 471. 


tempt to give railways a fair return on 
the value of rural right of ways in Iowa, 
for example, as measured by the current 
prices received for nearby lands, would 
have involved almosta monthly readjust- 
ment of the rate-base upward from, say, 
1916 to the summer of 1920, and a fre- 
quent and nearly as large readjustment 
in the opposite direction for the next 
four or five years. Thus in the use of 
this method almost constant readjust- 
ments are necessary, each one requiring 
the collection of new data and new com- 
putations for each zone or district. Yet 
during all these readjustments the land 
appraised is subject to a constant use for 
an indeterminate period. It would ap- 
pear desirable to place the valuation 
upon a basis that would recognize this 
continuing use and minimize rather than 
emphasize fluctuations and consequent 
uncertainties. 

2. Historical Cost Basis. An entirely 
different approach to the problem is 
found in those cases in which commis- 
sions have made no attempt to appraise 
land value, but have entered it on the 
books for their purposes at its historical 
cost to the utility. Thus, in Mamaroneck 
v. N. Y. Interurban Water Co.* the land 
value was taken at its book cost, plus the 
cost of acquisition, including even the 


28 This principle was clearly expressed by the Su- 
preme Court as early as 1894 in C. C. C. & St. L. Ry. 
Co. v. Backus, 154 U.S. 445. 

29 This principle finds concise expression in Bauer, 
op. cit., p. 199. tis not vitiated by the consideration of 
cases of abandonment of land by public utilities. When 
land is to be abandoned, it is removed in prospect from 
the restrictions of monopoly under regulation and be- 
comes free to render the services demanded by com- 
petitive uses. Public utility regulative bodies are no 
longer concerned with the value of such lands. The ob- 
jective in their valuations, whether in rate fixing or 
purchase cases, is to arrive at a fair value of land that is 
“used and useful” in rendering the public utility service, 
and is to continue in that use for an indefinite period. 
The abandonment of lands is a problem of management 
quite extraneous to the subject of valuation of land by 
public utility commissions. 

30 P, U. R. 1927 A 72. 
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“overhead.” And in Re Dell Segno* the 
California Commission took as the value 
of the land used by a water utility the 
actual cash “‘together with the cost of 
improvements ordered by the commis- 
sion.” In Re Atchison, Topeka, and 
Santa Fe Ry. Co.” the Kansas Commis- 
sion declared that “the cost to the com- 
pany, rather than the value of adjacent 
lands, is the proper measure of the value 
of railroad real estate for rate-making 
purposes.” 

When this method is adopted, the 
problem is no longer one of valuation; it 
becomes solely a problem of historical 
cost accounting. One of the strongest 
objections urged against its use is the 
fact that historical cost is not obtainable 
in a great many instances. The science 
of cost accounting was not yet born 
when many of our public utilities were 
established, and in a large number of 
important cases not even a systematic 
bookkeeping record has been preserved. 
In such cases, it is impossible to ascertain 
historica! costs, however desirable they 
might be as a basis of regulation. 

But another forceful objection may be 
raised to the use of historical cost as an 
element in the rate-base or in other 
valuation proceedings. The acceptance 
of historical cost lays upon the public 
the necessity for paying indefinitely a 
charge which may have arisen from 
graft, mismanagement, and unwise pur- 
chases. This objéction, however, loses 
much of its force when the method is 
adopted in respect to land value. His- 
torical land cost is usually compara- 





3 P.U. R. 1915 A 857. 
2 P, U. R. 1917 F 272. 


33 Joseph C. Swidler, “Rate Regulation: Some Signifi- 
cant Problems Raised by the California Railroad Com- 
mission,” 7 Fournal of Land & Public Utility Economics 
1-12 (February, 1931). 


4 The case for the use of the cost of lands currently 
acquired or to be acquired is thus put by an eminent 


tively small, in long established utilities, 
especially when they were established in 
pioneer days and their lands obtained 
at mere fractions of what must be paid 
for additional land today. In many 
instances great blocks of land were do- 
nated to public utilities, particularly 
railways, as an inducement to them to 
build. When historical cost is adopted as 
the standard of land value, these donated 
lands should be entered in the assets at 
zero. This treatment appears arbitrary 
and severe. The method has further 
against it some rather definite court 
decisions, like Willcox v. Consolidated 
Gas Co. referred to above. Notwithstand- 
ing this, however, some of the commis- 
sions still give great, if not preponderant, 
weight to historical cost where it is 
obtainable.** The use of actual cost for 
land currently acquired or to be acquired 
can be much more strongly advocated 
than can historical cost for lands that 
have been long since acquired. The 
strongest objection raised to historical 
costs do not apply here, although the 
attitude of the courts toward the use of 
costs in even this limited way is not at 
all certain.* 

3. Prudent Investment Basis. The 
“prudent investment” concept has also 
been applied in the valuation of land to 
eliminate some of the objections found 
to the actual historical cost method. 
Under the operation of this theory, pub- 
lic utility land is entered in the assets 
at what it might reasonably have cost 
at the time it was appropriated for pub- 
lic utility use. Once this “fair value” 


authority: “Actual cost seems particularly appropriate 
as a standard of value in the case of land owned by a 
public utility. Rates of charge should not be affected 
by real estate activity or reactions. The public utility 
is not formed to speculate in land. Though some com- 
promise may be desirable as to the past, actual cost 
should be adopted as the normal standard for the fu- 
ture.” (R. H. Whitten, “Certain Principles of Valuation 
in Rate Cases,” 53 Annals of the American Academy 


187 (May, 1914). 
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is ascertained as of the date of appro- 
priation, it stands thereafter as the 
amount allowable for land. This is the 
basis for valuation of land under the 
North Dakota statute quoted above. 
At least, under this statute prudent in- 
vestment must be the predominant ele- 
ment in the consideration of the Com- 
mission. 

But, again, in cases in which records 
of historical cost are not available, in 
fact, in any case involving the past, the 
amount representing prudent invest- 
ment is always more or less conjectural 
and not a fact. That the group of men 
directing the affairs of a utility actually 
made an investment is strong evidence— 
in the absence of fraud—that the in- 
vestment was “prudent.” In_ final 
analysis, the opinion of a commission 
looking back some 20, 30, or 50 years 
must be set up against the judgments of 
the men who directed affairs currently, 
if an estimated prudent investment is 
substituted for historical cost.* For 
land currently acquired, or to be ac- 
quired, however, prudent investment as 
a standard of value has strong merit. 

The principal difficulty in accepting 
the prudent investment basis arises out 
of the desire of the utilities to write land 
appreciation into their assets. To some 
extent the Supreme Court has approved 
this appreciation,* but it has not become 
at all the universal practice of commis- 
sions to accept this point of view.37 One 
of the most persuasive analyses of the 
question is found in a decision of the 





% The “prudent investment” method, however, 
serves the excellent purpose of scaling down exorbitant 
promotion charges, watered stock, and so on. Ct, 
Lamar Lyndon, Ratemaking for Public Utilities (New 
York: McGraw-Hill Book Co., 1923), pp. 60 ff.; also 
Spurr, op. cit., vol. 2, c. 27. 


% As in Willcox v. Consolidated Gas, supra n. 8. 


37 See, e. g.. Milwaukee v. Wisconsin Ry. Com., P. U. 
R. 1920 B 976; the annotation of the Illinois Commis- 


Massachusetts Commission which re- 
fused to allow appreciation and yet har- 
monized that decision with the ruling 
of the Supreme Court that “the value 
of the property is to be determined as of 
the time when the inquiry is made. . .” 
The statement of the Commission is of 
such merit as to justify quoting from it 
at some length. 


“Considering this appreciation upon its 
own merits, car riders cannot fairly be ex- 
pected to pay higher fares because land has 
increased in value, nor ought they to pay 
lower fares if it should decrease. If the com- 
pany wishes to sell such property it is, of 
course, entitled to whatever profit it is able 
to make; but so long as land is employed in 
the street railway business it is dedicated 
to a public use and held subject to the con- 
ditions fairly attaching to such use. As the 
Commission has said in another connection 
. . . ‘While no fair-minded man will deny 
that those who put their money into public 
service by building railroads are entitled to 
the opportunity to earn a fair reward, and 
even a generous reward if they serve the pub- 
lic well, the notion that this reward is to be 
determined, so long as their property is 
devoted to the public use, not by investment 
or by service rendered, but in large measure 
by the rapid expansion of real estate prices 
in the larger centers of population, is con- 
trary to sound public policy. It would mean 
that communities would be penalized by 
their own growth, and would lose all ad- 
vantage from the fact that their transporta- 
tion facilities were created in due season 
under favorable economic conditions.’ It 
should be added that, even if the doctrine of 
present worth were accepted, the figure to 
be used in rate-making would clearly be 
present worth for street railway purposes. 
In this case no evidence whatever has been 


sion in P. U. R. 1919 B 426. The subsidiary question of 
the treatment of increment in land values in the ac- 
counts of the utility is an interesting one, but some- 
what apart from the subject matter of this paper. The 
following cases, inter alia, Re San Pedro, Los Angeles 
and §. L. R. Co., 75 1. C. C. 463, quoted in Spurr, op. 
cit., vol. 2, p. 21; Appleton v. Appleton Water Works Co., 
5 W.R. C. R. 215; and Re Pacific Elec. Ry., P. U. R. 
1923 A 591, and People ex. rel. Kings County Lighting 
Co. v. Willcox, 156 App. Div. 603 (1913) contain inter- 
esting discussions of this problem. 
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submitted that the land has increased in 
value for such purposes.’’8 


Following this decision and quoting 
approvingly from it, the Illinois Com- 
mission comments as follows: 


“By what method shall we determine the 
value of lands owned by a public utility? 
Is justice done if we protect the prudent 
investment in the real estate devoted to the 
public served, or shall the utility be allowed 
a return upon land values that enhance as 
population or use becomes greater? Land 
owned and used for railroad purposes is of a 
distinctive character. Not a lineal foot of 
the roadway may be sold without impair- 
ment of its functions as a common carrier, 
for if such sale were made the new owner of 
the 12-inch strip could stop operation of the 
road, a condition as intolerable to the public 
as to the company. Land is not subject to 
decay, and needs no return from the public 
to provide against depreciation from wear 
and tear, usage, or obsolescence. Its mainte- 
nance is not a charge therefore upon the 
carrier’s revenues. 


“A railroad, in principle, is no different 
from a public highway. Since the earliest 
use of railroads, they have been recognized 
as peculiarly devoted to public service. Upon 
them the public may travel at will subject 
only to payment of fares and proper conduct. 
In these material respects there is no dif- 
ference between a railroad and a street, upon 
which one may travel without charge, other 
than the tolls collected as taxes for the im- 
provements made upon the street, or per- 
chance, for the bonds with which was pur- 
chased the land thus dedicated to the public 
use. But never is it considered that a citi- 
zen shall pay more to travel upon a street 
merely because the lots fronting thereon 
may have become of great value. The very 
idea is ridiculous, but it is exactly what the 
carriers seek when they ask a return upon 
increased land values. The mere fact that 
railroads are privately operated affects the 
matter not at all except to befog the issue, for 
were railroads owned and operated by the 
government the question would never arise. 


A railroad may not be heard to complain if 


38 Bay State Rate Case, P. U. R. 1916 F 221. 


39 Re Chicago North Shore and Milwaukee Railroad 
Co., P. U. R. 1918 A 409. 


it earns sufficient to maintain its property 
in proper service condition, and to furnish 
just return upon the money prudently in- 
vested therein. 


“A railroad has nothing to sell but trans- 
portation, and to such sales must it look for 
its profits. Land enhances in value only 
because its use may become more intensive. 
A railroad shares in the general prosperity 
of a community because, as the population 
increases, the normal use of the carrier’s 
facilities becomes greater and its oppor- 
tunity to earn more upon the original invest- 
ment is correspondingly larger. This must 
be considered the carrier’s prerogative, 
rather than the opportunity to include 
large amounts for land values which the 
railroad can never hope to obtain. 


“. . « Careful consideration of all the facts 
bearing upon land values in the case at bar 
leads to the conclusion that this carrier can 
have no complaint if it be allowed the 
amount prudently invested in its right of 
way and other lands necessary to the con- 
duct of its business.” 


The analogy here employed is obvi- 
ously faulty. The inherent difference it 
ignores is that which distinguishes pub- 
licly from privately owned property. 
Even though the distinction “befog the 
issue,” it cannot be downed by declar- 
ing it non-existent. Court decisions 
constantly revert to it and emphasize it. 
Indeed, private property may be “af- 
fected with a public interest,” but the 
distribution of the benefits of ownership 
varies too diametrically to justify the 
attempt to discount the distinction by 
the mere statement that the two are 
identical. 


There appears, however, to be a close 
analogy between the relationship of the 
street or highway to the sites contiguous 
to it and that of a utility right of way 
to the sites that lie upon it. Both the 
street and the right of way create ac- 
cessibility in the site, and the continua- 
tion of that accessibility is fundamental 
to value. But no one would ascribe the 
same unit value to the street as to the 
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sites that line it. Assume the street 
placed on the market and sold, and the 
value has disappeared from the sites ad- 
joining it. The street may be considered 
the agent through which value is brought 
to the site; but the value of the site may 
not, therefore, be assigned to the agent. 
The value of the street depends upon its 
use as a Street; the value of the adjacent 
sites depends upon their use in any of the 
numerous uses to which they may be 
put and upon the continuance of the 
street use; and it may vary from site 
to site as the uses vary. 

The “present value” of public utility 
lands, then, must be given the inter- 
pretation of value in use for the pur- 
poses to which they are dedicated. 

This interpretation largely removes 
the problem of appreciation versus 
original cost. It shifts the basis of value 
from a comparison with adjacent sites 
back on the basis of services rendered. 
It gives public utilities an opportunity 
to benefit by the progress of the com- 
munity, but it does not in any case place 
a burden upon the community arising 
from its own progress. Participation in 
the benefits of growth arises for the 
utility out of the increased use of its 
service. 





Summary 


Enough has been said to illustrate 
the complexity of the problem. Like 
most complex problems, this one refuses 
to yield to the application of a single, 
simple treatment. To all proposed solu- 
tions some objections may be urged, for 
all some advantages claimed. Clearly 
the value of land for public utility uses 
must be found, not by direct comparison 
with the value of adjacent lands put to 
other uses, although the value of ad- 
jacent and neighboring lands may prop- 
erly be considered and may give a con- 
siderable amount of aid in the solution 
of the problem. Original cost, prudent 
investment, even the cost of duplication 
or substitution of other available land 
may prove valuable data for considera- 
tion. More important appears the con- 
sideration of the problem as a whole 
from the point of view of rate struc-_ 
tures, volume of traffic, potential earn- 
ings under varying conditions, and the 
maintenance of the service through 
protection of the credit of the public 
utility. In the consideration of the value 
of the service rather than in the imputa- 
tion of a definite value to each parcel or 
“zone” of land will be found the basis of 
the value of land to public utilities. 
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Constructing and Financing Toll Bridges 
By FRANK PARKER 


the private automobile, motor bus, 
and motor truck, coupled with ex- 
tensive highway building programs of 
the Federal Government and of many of 
the states, has quickened public interest 
in toll bridges! The construction 
and development of highway bridges 
may be either an intrastate or an inter- 
state problem. Intrastate bridges lo- 
cated on state highways and traversing 
smaller non-navigable waters definitely 
fall within the purview of the state’s 
road-building program and, being an 
integral part thereof, are usually con- 
structed by the state from public funds 
in the same manner as the highways. In 
contrast with this situation, interstate 
bridges erected over the larger navigable 
rivers, bays, estuaries, and lakes, consti- 
tuting the boundary lines between the 
United States and neighboring nations 
or between our different states, are not 
in their entirety parts of the highway 
systems of the contiguous states. A 
bridge across an interstate or inter- 
national boundary, therefore, calls forth 
a consideration of the rights and re- 
sponsibilities of the citizens of both 
states or nations involved. There is a 
definitely crystallized body of public 
opinion opposed to the individual state 
levying taxes upon its citizens to con- 
struct such interstate or international 
bridges unless and until the state has 
completed and paid for its own intra- 
state highways and bridges. 
Insistent demands for more direct 
means of communication by highways 


, \HE tremendous increase in use of 


1P. A. Schuyler, A. S. C. E., is authority for the state- 
ment that on August 1, 1930, there were 296 toll bridges 
in the United States; of these 62 (21%) were publicly 
owned and 243 (79%) privately owned. 


from owners of private automobiles, 
from interstate passenger motor bus 
companies, and from business enter- 
prises which haul a considerable volume 
of their products by motor truck, have 
thrust the problem of bridges across 
navigable waters to the fore. The Kill 
van Kull bridge, connecting Bayonne, 
New Jersey, with Port Richmond, Staten 
Island, and costing approximately $16,- 
000,000; the Goethals and Outerbridge 
structures connecting Perth Amboy with 
Staten Island, the aggregate cost of 
which totaled $18,000,000; the Detroit 
International Bridge connecting Detroit, 
Michigan, with Windsor, Canada, in- 
volving the expenditure of about $20,- 
000,000; and the Hudson River Bridge 
now in the process of construction, con- 
necting Fort Lee, New Jersey, with 
Washington Heights, New York—a mag- 
nificent steel bridge with the longest sus- 
pension span (3,500 feet) in the world— 
costing approximately $60,000,000, sug- 
gest the pecuniary significance which 
our bridge-building program has at- 
tained. Further evidence of the im- 
portance of this problem is furnished by 
the fact that during the past decade 
approximately 25 toll bridges, involving 
the expenditure of several hundred mil- 
lion dollars, have been erected over 
navigable waters in the United States.? 

2 Beginning with the Bear Mountain Bridge built in 


New York in 1923, the following bridges have been 
erected since that time: 


Name of Bridge Location 
Clarks Ferry Susquehanna River 
Harrisburg Susquehanna River 
Carquinez Near San Francisco 
Dumbarton San Francisco Bay 
Antioch, Cal. San Francisco River 
Gandy Tampa Bay, Fla. 


Peace Niagara River, Buffalo 
(Footnote 2 continued on page 128) 
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Public Toll Bridges Strongly Advocated 


Interstate bridges may be constructed 
(1) by the states, (2) by the United States, 
or (3) by private persons or corporations 
acting under franchises granted by Con- 
gress. If such bridges are constructed by 
the states, or municipalities acting as 
agents of the states, public funds are 
used and the bridge operated either as a 
free bridge or a toll bridge depending 
upon the joint policy of the states con- 
cerned. Of course, if the bridge is con- 
structed and developed by private indi- 
viduals using private capital it inevitably 
becomes a toll bridge. Mere mention of 
a toll bridge to certain elements of our 
citizenry is tantamount to waving the 
proverbial red flag before the bull. The 
age-old antipathy of citizens against 
taxes probably accounts for the preju- 
dice which prevails in the minds of many 


(Footnote 2 continued from page 127) 


Name of Bridge Location 
Mobile Bay Mobile Bay, Ala. 
Ambassador Detroit 
Columbia River Longview, Wash. 
James River Virginia 
Paducah, Ky. Ohio River 


Vicksburg, Miss. 
Bellefontaine, Mo. 
Chain of Rocks 
Cape Girardeau, Mo. 


Mississippi River 

Missouri River 

Mississippi River, St. Louis 
Mississippi River 


Cairo, Ill. Mississippi River 

Sandusky Bay Sandusky Bay, Ohio 

Mount Hope Near Providence, R. I. 

Tacony-Palmyra Delaware River, 
Philadelphia 

Bay Bridge San Francisco Bay 

Point Pleasant, W. Va. Ohio River 

St. Marys, W. Va. Ohio River 

Fort Steuben Ohio River 

Madison, Ky. Ohio River 


Columbia River 
Lake Pontchartrain 


Longview, Wash. 
Pontchartrain, La. 


According to a Report of the American Engineering 
Council’s committee on bridge legislation dated Oc- 
tober 17, 1930, the total investment in toll bridges in 
1927 aggregated’ $234,000,000, subdivided as follows: 


Publicly owned, in operation........... $45,178,000 
Publicly owned, under construction..... 74, 530,000 
Privately owned, in operation.......... 73,176,000 
Privately owned, under construction.... 41,293,000 


Total in operation and under construction $234, 177,000 


people against the paymentof any kind of 
toll. Just as the irritation caused to the 
public by toll roads or turnpikes seems 
about to vanish, the toll bridge appears 
on the horizon. Unfortunately, certain 
types of public officials and politicians 
have been persistently protesting against 
tolls of any description in order to pre- 
vent by law the use of private capital for 
the construction of toll bridges, and as a 
consequence much-needed improvements 
in arterial highways have been delayed 
or abandoned. 

Advocates of the construction of inter- 
state bridges by the Federal Government 
argue that since the Federal Government 
has exclusive jurisdiction over the nav- 
igable waterways granted to it by the 
individual states and, since these water- 
ways are barriers to the transportation 
and commerce on interstate highways, 
the development of our modern highway 
systems and the tremendous augmenta- 
tion of motor transport thereon places a 
direct and unescapable burden on the 
Federal Government to bridge such 
navigable waters in the interest of inter- 
state commerce. The wisdom of a 
national, interstate, bridge-building pro- 
gram of the scope suggested by the ad- 
vocates of federal construction is seri- 
ously open to question, for if the Federal 
Government embarked upon this policy, 
the financial burden thus thrust on the 
United States Treasury over a span of 
years is estimated? at approximately the 


3 This estimate by Representative Edward E. Denison 
of Illinois, chairman of the subcommittee on bridges of 
the House Committee on Interstate Commerce, was 
contained in a news dispatch from Washington dated 
May 16,1929. The estimate seems a fair prediction for, 
according to the Report of American Engineering Coun- 
cil’s committee on bridge legislation dated October 17, 
1930, “there are 58 toll bridges under construction and 
approximately 350 proposed,” and these figures ignore 
the increasing demand for adequate bridges to fit into 
our improved highway program which resulted between 
1927 and 1930 in an increase of 18% in the number of 
privately owned toll bridges and an increase of 32% in 
publicly owned bridges. 
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amount expended in the World War. 
Moreover, the assumption by the United 
States Government of the financial bur- 
den incident to a national, interstate, 
bridge-building program would be di- 
rectly contrary to the rigid economy 
measures applied during the past decade 
to the federal budget. 

As distinguished from a program con- 
templating the erection and development 
of interstate bridges by the Federal 
Government, protagonists of public own- 
ership have carried on a campaign over a 
period of years among the different state 
highway commissions seeking to enlist 
their cooperation and support in induc- 
ing the individual states to bear the 
expenses incident to the construction 
and operation of interstate bridges. 
Where no funds have been immediately 
available, the states have been urged to 
borrow on their general credit sufficient 
funds to construct bridges. Practical 
difficulties, however, have beset these 
plans, for in some states the existence of 
legal or constitutional limitations estop 
state highway commissions from borrow- 
ing on public credit for the construction 
of bridges. To surmount this obstacle, 
public ownership partisans have recom- 
mended that state highway commis- 
sions borrow the money from private 
bankers to erect and operate the toll 
bridge, securing the loans by pledges of 
the revenues derived from tolls, thus 
achieving substantial public ownership 
without involving the general credit of 
the states concerned. 


Cost of Bridge Borne by Public 


Whether the toll bridge is constructed 
by the state or by private capital, the 
burden of tolls will have to be shouldered 
by the public. While it is true that the 
mention of toll bridges generally irritates 
and annoys the public, a fair considera-: 
tion of the financial problems involved 


in the construction and development of 
adequate bridges along our main trans- 
portation thoroughfares, together with 
the present custom of direct tax-paying 
incident to the use of the automobile, 
lends an entirely different light to the 
subject. 

As a matter of fact, the same princi- 
ple of collecting tolls or taxes for the 
privilege of using public highways pre- 
vails today as prevailed on the old turn- 
pikes or toll roads, only the tolls are 
collected in slightly different form. The 
average automobile owner and_ user 
makes little complaint against automo- 
bile license fees and gasoline taxes now 
exacted by almost every state, although 
in effect both of these levies are nothing 
more than taxes for the privilege of using 
the states’ improved highways. The 
fundamental principle of taxation under- 
lying the automobile license fee, the tax 
on gasoline, and tolls for the use of 
bridges is the same, namely, that per- 
sons enjoying the benefits and conven- 
iences of improved roads and bridges 
should pay for them directly, rather 
than have the financial burden of such 
improvements carried by the public at 
large through the imposition of general 
taxes levied arbitrarily on all citizens 
whether or not they use the highway or 
bridge. 

So, in substance, charging toll for the 
use of a bridge, which directly advances 
our means of transportation and com- 
munication, is in reality no greater drain 
on the public than other forms of taxes 
now currently assessed and paid for pro- 
moting better highways. 


Public Interest Adequately Protected In 
Private Bridges 


The interests of the public are ade- 
quately safeguarded today even when the 
construction and operation of a toll 
bridge are undertaken by private capital. 
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This protection of the public’s interest 
is assured in three chief ways. 


First, the grant of a franchise for 
the construction and operation of a 
toll bridge is surrounded by various 
protective devices. Congress has re- 
peatedly made manifest its desire to 
encourage construction of highway 
bridges by government authority where- 
ever feasible. When a bill is filed by an 
individual or private corporation seeking 
a bridge franchise, the subcommittee on 
bridges of the House Interstate Com- 
merce Committee demands that infor- 
mation be furnished concerning the like- 
lihood of the state, county, or city in 
which the bridge is located constructing 
the bridge. No franchise is ever granted 
to private capital until the Committee is 
convinced that the bridge cannot or will 
not be erected and operated by govern- 
mental authority. Should an applica- 
tion for a bridge franchise be filed by a 
local government unit simultaneously 
with a similar application filed by private 
interests, preference is given to the ap- 
plication filed by the public authority. 
Every application for a bridge franchise 
filed by private interests is scrutinized to 
ascertain the need of the bridge in ques- 


4 Thus the Detroit International Bridge Company, a 
corporation created under the laws of Michigan, built 
the Ambassador Bridge across the Detroit River con- 
necting Detroit, Michigan, with Windsor, Ontario, and 
opened it for traffic on November 15, 1929. Subse- 
quently, the Detroit and Canada Tunnel Company, 
also a corporation created under the laws of Michigan, 
constructed a vehicular tunnel under the Detroit River 
connecting the heart of Detroit’s business and shopping 
district with that of Windsor, Ontario, and opened it for 
traffic on November 3, 1930. The tunnel is within two 
miles of the bridge. That the tunnel has set up distinctly 
unfavorable competition with the bridge is stated spe- 
cifically in the first annual report of the bridge company. 
Indeed, the combined competition of the ferries across 
the Detroit River, which reduced their toll rates 50%, 
and of the vehicular tunnel has embroiled the bridge 
company in financial difficulties leading to the appoint- 
ment of a Bondholders’ Protective Committee in Feb- 
ruary, 1931. 

The Lake Pontchartrain Bridge built by the New 
Orleans Pontchartrain Bridge Company across Lake 





tion and, unless the record definitely and 
clearly indicates that such a need exists, 
no franchise is granted. 


Moreover, a bridge franchise granted 
to private capital never becomes a 
vested interest. Congress now does not 
grant any monopoly in the crossing of 
any of the navigable waters of the United 
States. Even though a toll bridge al- 
ready exists at a particular crossing, 
another franchise may be granted sanc- 
tioning the erection and operation of an- 
other bridge at approximately the same 
point of crossing if the density of traffic 
and other circumstances seem to war- 
rant it.4 Such a policy maintains the ele- 
ment of competition in the development 
of toll bridges and hinders any bridge 
franchise from acquiring speculative 
value through the possession of mo- 
nopoly characteristics. Bridge franchises 
granted by Congress over navigable wa- 
ters are expressly made assignable or 
transferable in anticipation of subse- 
quent contingencies that would make it 
desirable, perhaps necessary, to transfer 
the right, title, and interest therein.* 


Second, the franchise to private cap- 
ital is made terminable after the lapse of 
a stipulated time. In former years toll 
bridges were constructed and operated 
under franchises giving to the owners 


Pontchartrain in Louisiana just north of New Orleans 
similarly encountered severe competition from free 
highway bridges and free ferries sponsored by the State 
of Louisiana. The Pontchartrain Bridge was beset 
with unforseen difficulties immediately after its opening 
February 18, 1928. Political agitation in Louisiana in 
favor of free highway bridges to be constructed at Chef 
Menteur and The Rigolets handicapped the prospects of 
the Pontchartrain Bridge from the start. In addition, 
the State of Louisiana established a system of free 
ferries along the routes of the proposed new bridges. 
The actual and potential competition, coupled with an 
annual tax burden of $87,000, resulted in the receiver- 
ship of the New Orleans Pontchartrain Bridge Company 
in February, 1929. 

5 Edward E. Denison, chairman of subcommittee on 
bridges of House Committee on Interstate Commerce 
in news dispatches, May, 1929. 
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thereof a wide latitude of powers and ex- 
clusive, perpetual property rights there- 
in. Thus certain toll bridges in the 
United States today at important cross- 
ings on national highways profit from 
large earnings on the capital invested.® 
In diametric contrast to the foregoing 
situation, practically every toll bridge 
that has been authorized by Congress 
within the past few years can be con- 
demned or recaptured provided certain 
formalities are met. When a bridge is 
located wholly within the borders of a 
single state it can be taken by the state 
at any time by condemnation proceed- 
ings. With interstate bridges the pro- 
cess of condemnation by the states con- 
cerned is somewhat more intricate; ob- 
viously, no state is empowered to acquire 
by condemnation proceedings any part 
of a bridge not within its own boundaries, 
so that interstate bridges sought to be 
recaptured would probably have to be 
made the subject of a compact between 
the interested states. 

Most of the recent franchises granted 
by Congress for the construction of 
bridges over navigable waters’ provide 
therefore that the state, or any political 
subdivision thereof, may acquire the 
bridge at any time by purchase or con- 
demnation upon the payment of its 
reasonable value; and in addition fur- 
ther provide that, if any time after the 
expiration of a stipulated period—usu- 
ally 20 years, although this stipulated 
period will vary with the location and 
size of the bridge—the bridge is acquired 
by the state, the measure of value of the 
bridge so condemned shall include (1) 





6 According to the Baltimore Sun of July 6, 1929, the 
Williamsport Bridge built in 1908-1909 across the Po- 
tomac River between Maryland and West Virginia was 
erected at a cost of $87,000 by the Washington and 
Berkeley Building Company, capitalized at $100,000, 
and created by a charter granted by West Virginia. In 
1924 the Company paid a dividend of $24,000; in 1925 
and again in 1926 it paid a dividend of $32,000; in 1927 


the actual cost of construction less a 
reasonable deduction for depreciation, 
(2) the actual expenditures for necessary 
improvements, and (3) of course, legal 
and organization expenses, interest dur- 
ing construction, and similar items, plus 
10% for the cost of financing and pro- 
motion. 

Generally, franchises for interstate 
bridges granted by Congress are so 
drawn that in a condemnation proceed- 
ing by the state, or one of its political 
subdivisions, nothing has to be paid for 
the earning power of the bridge nor for 
its value as a profitable going concern, 
such stipulations constituting in part a 
consideration ceded by the private in- 
terests for the rights and privileges em- 
bodied in the franchise. On this score 
the public interest is therefore more 
rigidly protected than in the case of 
other kinds of public utilities, for under 
the principles of valuation in vogue in 
many commonwealths in any condemna- 
tion proceeding directed at a public 
utility property the state would be 
forced to pay not only the actual value 
of the utility’s physical plant, but also 
would have to make due allowance to the 
utility for the added value given to its 
plant by reason of its earning power and 
prospective profits. 

Further to guard the public’s interest 
and to avoid padding the cost of con- 
struction of toll bridges built by private 
capital, every toll bridge franchise re- 
cently granted by Congress requires the 
owners within go days after the comple- 
tion of the bridge to file with the 


it paid a cash dividend of $74,000 in addition to a stock 
dividend of $100,000; and in 1928 a cash dividend of 
$40,000 was paid on the increased capital stock. Thus 
in a period of five years this Company paid dividends in 
cash and stock combined amounting to 3% times the 
original cost of the bridge. 

7 See general bridge bill enacted by Congress, March 
23, 1906; recent bridge bills for specific projects; and 
the administrative procedure thereunder. 
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Secretary of War and with the Highway 
Departments of the states concerned an 
itemized statement properly authenti- 
cated showing the actual original cost of 
construction, as well as the actual cost 
of real estate used in developing the ap- 
proaches to the bridge, and the cost of 
financing the entire project. At any 
time within three years after the com- 
pletion of the bridge the Secretary of 
War is empowered to investigate the 
accuracy and reasonableness of the costs 
alleged in the statement filed by the 
owners of the bridge, and on the basis of 
this investigation he may find and fix 
the reasonable value of the bridge for 
subsequent purchase or condemnation 
by the state. 

Third, provision is made in the general 
act of Congress, March 23, 1906, to the 
effect that if tolls are charged for the use 
of a highway bridge, such tolls must be 
just and reasonable. Upon complaint 
properly submitted to the Secretary of 
War or the Chief Engineer of the War 
Department that the tolls being levied 
on an interstate bridge built since the 
enactment of the statute of March 23, 
1906, are unjust or unreasonable, the 
aforementioned government officials may 
cause an investigation to be made and 
upon the facts disclosed thereby fix the 
tolls at rates which, in their opinion, 
would be fair and equitable. 


Factual Survey Precedes Plans for Bridge 


A considerable amount of preliminary 
engineering and financial calculations 
usually precedes the filing of an applica- 
tion for a toll bridge franchise. Private 
capital cannot be attracted to a bridge 
project predicated on nothing more sub- 
stantial than the enthusiasm and hopes 
of its promoters. Before the toll bridge 
can be said to be soundly conceived, the 
same painstaking engineering and ac- 
counting investigations and reports in- 


volving studies of the growth of popula. 
tion, industries, physical volume of busj- 
ness, banking facilities, freight and pas. 
senger traffic, and lines and routes of 
travel must be made for a toll bridge as 
for a railroad. As distinguished from a 
railroad, whose earning capacity de. 
pends in large measure upon the charac. 
ter and ability of the management, the 
chief initial problem of the promoters of 
a toll bridge is the determination and 
evaluation of the factors affecting traffic 
flow. Frequently the existence of a ferry 
shows clearly the direction and amount 
of trafic that may be reasonably an. 
ticipated. Inasmuch as substantial sums 
of capital are involved in construction of 
the bridge, the promoters or bankers 
usually engage a reputable firm of engi- 
neers to make the preliminary survey 
and investigation which include a de- 
tailed count of the number of vehicles in 
the surrounding localities, a close study 
of the various highways leading directly 
and indirectly to the points of crossing, 
the type of traffic characteristic of the 
locality, that is, the proportion of pas- 
senger traffic, consisting of private auto- 
mobiles and motor busses as compared 
with freight traffic handled by motor 
trucks, etc. 


Fundamentals of Bridge Design and 
Structure 


With the foregoing facts in hand, a 
detailed estimate of the probable traffic 
and revenues therefrom is prepared. 
With the probable gross earnings before 
them, promoters of the bridge, appro- 
priately advised by competent bridge 
engineers, then consider the various ele- 
ments of costs entering into the construc- 
tion and maintenance of the bridge. 
Containing so many variables, this prob- 
lem is more complicated than at first 
blush it seems. Unfortunately the rela- 
tive merits of different bridge-building 
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materials have not always been fairly 
depicted to the public. This situation is 
attributable in part to the scarcity of 
accurate, impartial data carefully col- 
lected, classified, and interpreted and, in 
part, to the natural apathy of the public 
toward the factors fundamentally em- 
bodied in bridge construction for which 
eventually they have to pay, but whose 
seeming remoteness apparently makes 
them unworthy of immediate and serious 
consideration. As a consequence of this 
dearth of economic data and the apa- 
thetic attitude of the public, bridges are 
sometimes built of materials ill-adapted 
to giving continuous service over a pro- 
longed period at minimum cost. Catch- 
words frequently have cast a glamor 
over the economic problems involved in 
the maintenance and construction of a 
bridge, and thus have eventually worked 
to the disparagement of sound engineer- 
ing and finance. 

Four fundamental items affect the 
design and type of bridge structure: 

First, initial cost, which involves not 
only the actual money which has to be 
expended to construct the bridge and its 
approaches, but also the period of time 
necessary to complete construction work 
and have the bridge ready for operation. 
Shortening the period of construction 
reduces proportionately the initial cost 
of the bridge by effecting a reduction in 
the item of interest equal to the amount 
of carrying charges saved; that is, the 
item of interest on the money raised for 
the construction and development of a 
bridge will be reduced proportionately 
to the time saved in the actual erection 
thereof. Viewed from another angle, 


initial cost may be indirectly minimized 
by use of such structural materials as 
will hasten the construction of the bridge 
and thus accelerate the receipt of rev- 
enues by its owners. 

Second, the permanence of the mate- 
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rial used directly determines the life of 
the bridge. Clearly, projectors of a toll 
bridge are vitally interested in using 
those materials which are least affected 
by the destructive action of the elements 
—air, water, fire, or frost—or, on the 
other hand, are most easily insulated 
from such elements. 

Third, the cost of maintenance. A 
sound financial program for erecting a 
toll bridge will undoubtedly envisage the 
fact that the yearly expenditure of ex- 
tremely modest sums to keep the bridge 
in one hundred per cent operating con- 
dition is more economical than the peri- 
odic outlay of substantial amounts to 
restore and replace structural material 
that has disintegrated or failed. 

Fourth, salvage value of the bridge. 
In the past two decades the factor of 
obsolescence in bridges and buildings has 
assumed an increasing significance in 
engineering and financial calculations. 
Hence, promoters of a toll bridge project 
consider the flexibility of the structural 
material used to be certain that it is 
readily adjustable to meet the require- 
ments of changing conditions, for the 
rapid development of motor busses and 
motor trucks of continually growing 
weight and capacity and the tremendous 
increase in volume and density of high- 
way traffic make the problem of obso- 
lescence for the average toll bridge very 
acute. The realization that a toll bridge 
must be so designed and built that it 
will amply take care of the probable ex- 
pansion of traffic during its life gives 
added significance to this factor of ob- 
solescence. It is not an usual experience 
for the promoters of a toll bridge to dis- 
cover that a bridge, presumably de- 
signed with an ample factor of expansion 
to accommodate comfortably estimated 
future traffic, is no longer adequate to 
handle its traffic satisfactorily. To 
avoid the unfortunate incidences which 
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the factor of obsolescence may cause, it 
is evident that due precautions must be 
taken to insure flexibility in the structure 
of toll bridges. 

Engineering experience for the last 
quarter of a century, as reflected in the 
type of toll bridges constructed, seems to 
have fixed upon steel as a material which 
adequately meets all the foregoing re- 
quirements. 


Financial Set-Up Readily Determined | 


The estimate of the cost of construct-} 


it an easier task to determine the cost 
of constructing a bridge than the cost of 
constructing a railroad because the ele- 
ments entering into the problem are 
simpler. The bridge structure is postu- 
lated in space; and with reasonably com- 
plete information on the profile of the 
crossing and the nature of the subsoil in 
the river bed, it is comparatively easy to 
determine the type of foundations, the 
depth of the piers, and the length and 
type of spans. With the final unit before 
him the engineer is then in a position to 
calculate accurately the quantities of 
materials and the costs thereof necessary 
to construct the bridge. 

Promoters experienced in the initia- 
tion and development of toll bridges in 
the United States apparently regard the 
problem of estimating the earnings of 
the bridge as offering no undue diffi- 
culties. The concensus of opinion seems 
to be that immediate earnings, as dis- 
tinguished from earnings Io years after 
the bridge is completed, are readily 
computed. The prospective earnings are 
largely postulated upon conditions exist- 
ing at the time the bridge is completed 
and it goes without saying that such con- 


8 John L. Harrington in testimony presented before 
Interstate Commerce Commission in the valuation pro- 


ditions can be ascertained more or less 
completely and accurately. Earnings of 
the bridge five years following its con. 
struction are not given undue considera. 
tion by the developers or bankers, be. 
cause in financing a toll bridge the po. 
sition usually taken by private capital is 
that operating expenses, interest and 
dividends, maintenance expenditures, 
and insurance, plus the sums needed to 


/-meet the sinking fund requirements of 


the bond issues, must be earned from the 


| beginning; in other words, these items 


ing a toll bridge and its approaches can) just be earned at once or the eich 
be made with an almost negligible mar- | 


gin of error; certainly engineers regard 


not projected. 

~Careful estimates of earnings are made 
either by the promoters or by the 
bankers who have been interested in 
financing the project, the usual proced- 
ure being for the promoters or bankers 
to employ engineers who make a spe- 
cialty of such investigations. Indicative 
of the reliability of the estimates of 
earnings, with one or two exceptions, on 
all bridges opened to traffic during the 
past Io years is the fact that initial earn- 
ings have exceeded the estimates. The 
prospective or estimated earnings of a 
toll bridge are not materially affected by 
conditions pertaining to the efficiency of 
its operation in its early years, for a toll 
bridge is in the position of a spider in a 
web awaiting a fly—the traffic comes to 
it. 

Likewise, the operating expenses of 
the toll bridge are relatively sheer. No 
complicated labor problem is involved, 
for toll is collected from the traffic using 
the bridge by men stationed on the struc- 
ture. The total cost of operation and 
management frequently falls below 10% 
of the gross receipts. If the bridge is a 
steel structure, the only items of main- 
tenance to be considered, on the bridge 


ceeding of the Missouri Pacific Railroad, Carriers’ 
Abstract of Evidence, Volume IV, pp. 2112 et seq. 
(Valuation Docket 1006.) 
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proper and excepting the approaches, 
are painting the bridge every four years 
and keeping the pavement in repair. 


Typical Capital Structure of Bridge 


A toll bridge, like a railroad, seeks to 
make a fair rate of return on the capital 
invested therein by making distributive 
utilities available to the public which it 
serves. The likeness of the toll bridge to 
the railroad in its economic aspects ex- 
tends even to its corporate structure. 
An examination of the financial set-up 
of toll bridges built during recent years 
shows that approximately 60% of the 
funds necessary for their development 
and construction is raised by sale of 
mortgage bonds and 40% by sale of 
debenture bonds and/or preferred and 
common stock. The amount of money 
thus raised by the sale of first mortgage 
bonds, debenture bonds, and/or pre- 
ferred stock, as has been shown, is 
usually enough to provide funds suffi- 
cient not only to meet the actual costs of 
erecting the bridge (including therein the 
costs incident to acquisition of the land 
for, and the necessary construction work 
on, the approaches to the bridge) but 
also adequate to meet the operating ex- 
penses of the bridge for the first six 
months and to take care of all deprecia- 
tion charges, sinking fund requirements, 
and interest on the first mortgage bonds 
for the first six- to twelve-months’ period. 
In brief, this method of financing new 
toll bridges gives to the developers of the 
bridge, through the sale of first mortgage 
bonds, debenture bonds, and /or pre- 
ferred stock, funds a trifle more than 
sufficient to cover the actual cost of con- 
structing the bridge and the approaches 
thereto. 

In addition to the foregoing securities, 
it is customary for the financial set-up 
of a toll bridge to include no-par common 
stock. Generally a share of such no-par 
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common stock accompanies each $100.00 
of preferred stock or debentures or sec- 
ond mortgage bonds, as the case may be. 
The balance of the common stock is 
usually distributed to the promoters of 
the bridge for their time and effort ex- 
pended in pioneering the project, to the 
bankers for their services in devising a 
comprehensive and adequate financial 
plan to distribute the securities to the 
public, and to other parties at interest 
who have participated in one way or 
another in the development of the pro- 
ject. Seldom is the equity interest rep- 
resented by the no-par common stock 
sold for cash. 

However, a salient point of difference 
between a toll bridge and a railroad 
should be kept in mind when analyzing 
the figures showing the cost of obtaining 
money to and yields on bonds and stock 
of toll bridge companies and railroads, 
namely, that because of physical factors 
affecting its development a new railroad 
requires an appreciably longer period of 
time to attain its maximum efficiency as 
an operating unit than does a toll bridge. 
Taking the new right of way of a railroad 
as a typical example, it is a well-known 
fact that ordinarily considerable time 
must elapse before this right of way will 
permit the maximum, efficient operation 
of trains thereover, whereas a toll bridge 
is substantially in its maximum, efficient 
condition the moment it is thrown open 
to the public, the construction of the 
approaches to the toll bridge having been 
completed considerably in advance of 
the time when the bridge structure itself 
is finished. This necessarily means that 
the investor places his funds in toll 
bridge securities with the full expecta- 
tion that the return thereon will be more 
immediate and probably larger. 

Cost of Money to Toll Bridge Companies 

An investigation of data concerning 
the cost of obtaining money to different 
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toll bridge projects during the last seven 
years shows that this cost of money® 
raised through the sale of first mortgage 
bonds is, on the average, 12 4%; through 
the sale of debenture bonds 11144%; and 
through the sale of preferred stock about 
15%. Compared with the average cost, 
the range in the cost of obtaining money 
raised through the sale of first mortgage 
bonds was from 11% to 15%; the range 
for debenture bonds from 9% to 16%; 
and the range for preferred stock money 
from 11% to 174%. 

Interesting also are the figures showing 
the yield which had to be offered to the 
investor on toll bridge securities in order 
to attract his funds to the enterprise. 
Tables I and II show the annual yield 
on mortgage bonds and debenture bonds 
issued by a number of private toll bridge 
companies over the five-year period, 
1923-1927. 

Reference to Tables I and II will 
show that the average yield on mort- 
gage bonds was about 634%, whereas 
the average yield on debenture bonds 
was 7%%. The range in yield on mort- 
gage bonds was from 6%% to 8%, while 
that on debenture bonds was from 7% 
to 1134%. Considering the lack of 
risk incurred by the average investor plac- 
ing his funds in a toll bridge enterprise 
soundly conceived and carefully planned, 
the yield accorded him as shown by the 
preceding figures is undoubtedly liberal, 
especially in view of the fact that all 
mortgage bonds are protected by a sink- 
ing fund provision incorporated in the 
trust indenture calling for a sinking fund 
sufficient in size to retire the entire bond 


9 As defined in a previous article of the author, 
(“Cost of Money. to Public Utilities, 1914-1922,” 2 Four- 
nal of Land & Public Utility Economics 73-92 (January, 
1926)) the cost of obtaining money realized from the 
sale of corporate securities is the sum paid to bankers 
for their services in effecting the sale of the company’s 
securities. This cost is calculated by taking the differ- 
ence, expressed in dollars, between what the issuing cor- 
poration receives from the bankers for a particular 


issue prior to the maturity date of the 
bonds. Common criteria of the sal- 
ability of the bonds adopted by the pro- 
moters and bankers are that the net 
earnings of the toll bridge in the first 


TaBLe I. ANnnuaL YIELD oN MortcaceE Bonps 
IssueD By 13 BripGe ComPaANIEs, 1923-1927* 











Sym- Par | 
bol of Description Amount | Banker's 
Com- of Issue Out- \Saies Price! Yield 
pany | Standing 
I ist M7%S.F. | $4,500,000) $4,500,000] 7.00% 
I 2nd M8% Conv. S.F.| ; 2,000,000! 2,000,000} 8.00 
2 ist M64%S8.F. | 1,500,000) 1,500,000} 6.50 
4 ist M 7% S. F. 3,000,000) 2,955,000] 7.12 
4 ist M7%5S8.F 3,000,000] 2,985,000] 7.04 
5 ist M64% | 2,100,000] 2,042,250] 6.75 
6 ist M7%S8. F. | 1,000,000} 1,000,000] 7.00 
7 ist M644%S8.F. | 12,000,000) 12,000,000} 6.50 
8 ist M6%5. F. 3,000,000] 3,000,000} 6.00 
9 ist M64e%S8.F. | 1,500,000; 1,485,000} 6.58 
10 ist M7%58.F. | %s420,000) 1,420,000] 7.00 
10 2nd M 7%S. F. 1,280,000} 1,280,000] 7.00 
11 ist M6144%5S.F. | 2,850,000) 2,850,000] 6.50 
12 ist M6%%S. F. 1,150,000| 1,127,000] 6.70 
13, | it M6%4%S.F 4,500,000} 4,477,500] 6.54 














| ie ee {$44,800,0001$44,62 1,750 6.73 
Weighted Average for Mortgage Bonds 6.73% 





* Based on original data collected and compiled by the 
author from confidential sources, for all bridge projects for which 
accurate information is available. Inthe calculation of the yield 
no allowance has n made for the distribution of equity se- 
curities to the bondholders. 
five years of its operation shall be twice 
the interest charges on the first mortgage 
bonds, which means that the net earn- 
ings, after deducting the interest on the 
first mortgage bonds, will be somewhat 
more than twice the carrying charges on 


the second mortgage bonds or debentures. 
Competition Sometimes Materializes 


It must not be supposed that the pro- 
moters of a toll bridge project are en- 
tirely free from the threat of competi- 
tion. Generally precautions are taken 
to give the bridge a substantial monop- 
oly of highway traffic in the locality. 


block of securities and what the bankers in turn receive 
from the public to whom the securities are sold, and di- 
viding this total dollar figure by the total number of 
dollars received by the issuing corporation from the 
bankers. Unfortunately, complete data concerning the 
cost of obtaining money to the toll bridges erected since 
1920 are not available. The percentage figures in the 
text cover eight different toll bridge projects and involve 
about $11,000,000 par value of toll bridge securities. 
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Taste II]. ANNuAL YIELD ON DEBENTURE Bonps 
IssueD BY 7 BripGe ComPANIES, 1923-1927* 














Sym- Par 

bol of Description Amount | Banker's 

Com- of Issue Out- Sales Price| Yield 

pany standing 
8% Sinking Fund $1,500,000) $1,125,000] 11.78% 
8% 1,500,000] 1,447,500] 8.36 
7% Sinking Fund 500,000) 492,500] 7.16 


7% S. F. Partic. 
7% 

7% 8. F. 

7% S. F. Partic. 


8,000,000; 8,000,000} 7.00 

500,000) 500,000] 7.00 
1,300,000} 1,287,000] 7.09 
2,000,000! 1,990,000] 7.06 


IN ANWR 














TORO... 56 55.65% $15,300,000/$14,842,000 7-516% 
Weighted Average for Debenture Bonds 7.52% 





* Based on original data collected and compiled by the 
author from confidential sources, for all bridge projects for which 
accurate information is available. In the calculation of the 
yield no allowance has been made for the distribution of equity 
securities to the bondholders. 


Various means are used to achieve this 
end. If a ferry is already in operation 
near the proposed location of the toll 
bridge, sponsors of the bridge usually 
eliminate the ferry as a competitive fac- 
tor by purchasing it. If in the vicinity 
of the proposed new bridge another 
bridge already exists with which traffic 
must be divided, the new bridge will not 
be sponsored unless its developers, after 
a careful engineering investigation and 
survey, are reasonably assured that their 
project will attract sufficient traffic to 
make it a financial success. Whenever 
any doubt prevails concerning the earn- 
ing power of the new bridge, the project 
is not developed. 

A toll bridge is somewhat protected 
against the building of a competitive 
bridge by the states concerned or by the 
political subdivisions thereof either 


through limitations written into the 
state statutes or constitutions preventing 


state highway commissions from bor- 
rowing on public credit for the construc- 
tion of bridges, or through the almost 
insuperable political obstacles encoun- 
tered in the negotiations between the 
different states. 

Sometimes the threat of competition 
to a privately built and developed toll 
bridge does materialize. Two examples 
have already been mentioned in another 
connection: the Lake Pontchartrain 
Bridge connecting New Orleans with 
Slidell and the Detroit International 
Bridge. Both of these examples illus- 
trate the fact that the supposed monop- 
oly which a toll bridge constructed by 
private capital possesses is more appar- 
ent than real. 

The building and development of toll 
bridges is a current problem with many 
ramifications. As previously intimated, 
the rapid development of the situation 
in the field of transportation, wherein 
the use of motor vehicles is outstripping 
the present facilities of our highways and 
bridges, tends to accentuate this prob- 
lem. Present signs point to the contin- 
ued need for more adequate crossings of 
our navigable and larger non-navigable 
waterways and whether the bridges are 
eventually built by the Federal Govern- 
ment, by the respective states concerned, 
or by private capital, and whether the 
bridges are toll or free, will depend on 
the balance struck between the public 
interest in the problem and the funda- 
mental economic and financial factors 
involved. 








Real Estate License Laws in Theory 
and Practice 





By A. D. THEOBALD 


administrative problems encoun- 

tered by real estate license com- 
missions, several additional provisions of 
the general laws regulating the real 
estate brokerage business remain to be 
examined.” 


| ies considering certain of the 


License Fees 


The model MacChesney Act provides 
that the original fee for a broker’s license 
shall be $10 with an annual renewal fee 
of $5 and for a salesman’s license $2 and 
$1 respectively. These fees are followed 
exactly in Illinois, Michigan, and Ohio. 
The other states vary greatly in the 
amounts charged (Table I). 

In some states the receipts from fees 
are hardly sufficient to provide for ef- 
fective enforcement of the law, while in 
others collections have sometimes been 
large enough to form a fairly substantial 
source of revenue to the state (Table II). 

In 1927 more than $20,000 was turned 
over to the state in California, Michigan, 
New Jersey, New York, Ohio, and Wis- 
consin and in Arizona, Colorado, Ore- 
gon, Utah, Washington, and Wyoming 
the net revenue to the states was more 
than 40% of gross receipts, although the 
amounts were not so large. 

Examination of the 1929 figures shows 
the most significant change to be in 
California. In 1927 the license law had 


4 The first installment of this article which appeared 
in the February issue (7 Fournal of Land & Public Utility 
Economics 13-21) considered the basis of regulation, 
its nature and extent, the persons to be regulated, edu- 
cational and competency tests and surety bonds as pre- 
requisites for registration. Footnotes in this article will 
follow consecutively those in the preceding section. 





brought in almost $100,000 more than 
was used for operating expenditures. 
In 1929 revenues had decreased some- 
what but operating expenditures were 
almost 50% higher so that expenditures 
exceeded receipts. In 1930 revenues de- 
creased still more so that, while ex- 
penditures were less than in 1929, the 
excess of receipts was comparatively 
small. The change in the amount turned 
over to the state since 1927 is partly 
attributable to an amendment of the 


Taste I. Rea Estate License Fees 














Brokers’ Fees Salesmen’s Fees 
Original | Renewal] Original | Renewal 
Alabama...... $10.00] $5.00] $5.00] $2.50 
Arizona....... 25.00 | 25.00] 10.00] 10.00 
Arkansas...... 10.00 | 10.00 2.00 2.00 
California*..... 5.00 5.00 2.00 2.00 
Colorado...... 10.00 | 10.00 2.00 2.00 
Delaware...... 5.00 5.00 2.00 2.00 
Florida........ 10.00 | 10.00 5.00 5.00 
Georgia....... 25.00 | 25.00 5.00 5.00 
Idaho......... 10.00 | 10.00 t Bc 
Illinois........ 10.00 5.00 2.00 1.00 
TOWA. 6. cscs 10.00 | 10.00 5.00 5.00 
Louisiana...... 10.00 5.00 5.00 5.00 
Michigan*..... 10.00 5.00 2.00 1.00 
Montana...... 10.00 | 10.00 5.00 5.00 
New Jersey....| 10.00 | 10.00 5.00 5.00 
New Yorkf....}| 25.00 | 25.00 5.00 5.00 
North Carolina.| 10.00 | 10.00 5.00 5.00 
ORG soso 10.00 5.00 2.00 1.00 
Oregon........ 7.50 7.50 5.00 5.00 
Pennsylvania...| 10.00} 10.00 5.00 5.00 
Oe ee. 20.00 | 10.00 3.00 2.00 
Virginia....... 10.00 | 10.00 5.00 5.00 
Washington.... 5.00 5.00 t t 
Wisconsin..... 10.00 | 10.00 5.00 5.00 
Wyoming...... 15.00 | 10.00 5.00 3.00 

















*At the time of original application California charge an 
examination fee of $15 for brokers and $3 for salesmen. Michi- 
gan charges an examination fee of $3 in addition to the original 
license fee. 

TThe fi given are for cities of the first class. In cities of 
the second class the original and annual renewal fees are $15 for 
brokers and $3 for salesmen. In all other places they are $10 for 
brokers and $2 for salesmen. 


TAI registrants are brokers. 
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law which reduced brokers’ fees from 
$10 to $5 annually, effective January 1, 
1928. Since California had 19,123 
brokers registered in 1930, this would 
mean a reduction in revenue of more 
than $90,000. At the same time the 
activity of the department has increased 
with a corresponding increase in ex- 
penditure as compared to 1927. 

The figures available indicate that in 
Alabama, Arkansas, Iowa, North Caro- 
lina, Florida, Georgia and Virginia the 
expenditures for the enforcement of the 
law form a large proportion of its re- 
ceipts. Ohio appears to be adopting the 
same policy, if the comparative figures 
for 1927 and 1930 are an indication. A 


TaBLe II. 


surplus of $50,000 in 1927 has been 
changed to a deficit of more than $5,000 
in 1930. Part of this change is attribut- 
able to the fact that receipts decreased 
from almost $63,000 to $49,670 but more 
important is the increase in expenditures 
from $12,928 to $54,808. Somewhat the 
same condition is found in Wisconsin, 
although the change is not so marked. 

In other states the net revenues, while 
still comparatively large, are generally 
smaller in 1930 than in 1927. This is 
partly accounted for by the frequent 
decrease in receipts. Two reasons may 
be advanced to explain this change. 
First, 1930 was a dull year in the real 
estate market as compared with 1927 so 


Reat Estate License Law Gross Revenues, OperatinG ExpeENnsEs, 


AND NET TO STATES, 1927, 1929, AND 1930* 



































1927 1929 1930 
Operat- Operat- Operat- 
Gross ing Net Gross ing Net Gross ing Net 
Revenue|Expenses| Revenue|Expenses Revenue|Expenses 

Tt eee Cnre| eer errr ereerer! Gaerne eer rer $ 6,8041$ 7,008] Deficit 
WTI ZONA o5-3h525 sys: ssecnece oe $ 8,843/$ 4,304/8 4,304/$ 14,6051$ 5,800/$ 8,805] 11,847]/ 6,0001$ 5,847 
PTA ES. ct. 5 ssn os cea a eee eae eee ie oon pea oe ae ees 6,331| 5,929 401 

Calffornia. <65.<55 200259 257,408] 163,299] 94,108] 221,085} 225,116] Deficit | 212,342] 188,822} None 
COloTadO iis... .usceeneoes TG, F8Op ~ SSORL TOG IGh 5 ee sinh econ ctv Do eiaitnniess 16,532} 8,348} 8,183 
[IE See, | Caen tA | irs | eee owrere| teceere! eacrort 1,954] 1,490 464 
Blonttlay: «<< y.:)s6cvcs0 sess 57,199] §2,907| 4,291] 38,450] 38,625} Deficit | 33,919] 34,760} Deficit 
GEORBIAN 5. be ciccconcecen 17,420] 13,465] 3,955] 13,830} 12,59 BPA bre secccb cc osceadh voces 
ct: eee erties eet ihed (LenmntnnneY (mnueed irene yee Ore) eens: 4,090] 1,200] 2,890 
iSO annie (Se teeteet |e rene | rrera| Were er uterine) eerie teen! ee rcet| ore ict 
LO" Sent | nt Se ewer cemerere! ker erts| eerie 25,000] 20,000/ 5,000 
MeN RBA TR socio ss evscaess cdi Soe soccer ha sie asec fl eared Bene co cvecepeewert OHO ares alas Mmarcccater as Deena crate Eats a araras 
Michigan... ......2005. PID Goal GG ssa Sp SOO sce eine ene eccenes 98,583} 39,000] 59,583 
Montana. 5. 5<</ssscewiere ts 5,026] 4,694 Roo) ar) eee eee 4,330} 2,000] 2,330 
1-75 en | ect Cree | Fepigen | Pemrmoas eae Camera errr ey) Peer | Reread GAaAee ee 
New Jersey............. 171,194] 86,182] 85,011] 145,792] 77,445] 68,346] 132,291] 82,775] 49,515 
New York.............. §88,001| 105,100] 482,901| 557,486] 100,000] 447,486] 528,761 H] 123,019 

INCE PA@ ATOLN aise 5 55:28 i sss oleae ora terra Dae ree a lie rant Meee 6,317} 6,317| None 
OT ee arene 62),9775| 12,928), $0,046) ....0-56) s< cncscf cece cus 49,670] 54,808] Deficit 
GOGO cd oc. ccs. se tist ged 17,311, 8,467} 8,914] 14,9338) .....--[ .- eee 16,008} 9,268) 6,740 
Bentiayluanta®: «5:2. cscs | cose cfeo- ane obese ae oe oes aia ee ate es 88,414] 18,637) 69,77 
(LET 2,493 CG) RS (5C (:| CRraene | eee) Reece 2,241 396] 1,844 
WAGGING 6.65 esas oe nrvie oc $6,689) E25 680) -G.700K on. c 25 po ces cre en eciees 11,397| 12,603] Deficit 
Washington............. N72] et Hooe|| Wt Coo) Menenee|| oenenne ceccrce 16,065] 6,926] 9,138 
Wisconsin. ...........4. 51,500] 28,500] 23,000] 55,235] 34,626) 20,608) 51,921) 44,214] 7,706 
Wyoming............... Bi GIOW sce /ers exes CGC, Ae nie | SARE) eee eer 2,215} 1,195] 1,019 











*1927 figures are taken from Real Estate License Laws, a pamphlet published by the 


National Association of Real Estate 


Boards, 1928, p. 24. Figures for 1930 and 1929 for Georgia are taken from 1930 Supplement to this pamphlet, Fe many in 1931. 


Remaining figures were sent to the writer by real estate commissioners. These figures are not strictly compara 


year ends on different dates in different states. 


le since the 


+Receipts and expenditures from real estate licenses not segregated. 


{In effect, January, 1930. 


Data f rating expenses and net not available. 
i a a Sedies nt which administers miscellaneous licenses as well as real estate licenses. 


||Receipts and expenditures are for the departme: 


Distributed to counties, $262,154.96; other expenses, $143,586.49. Excess of receipts to state and counties, $385,173. 
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that fewer persons were registered* in 
most states. Second, in states where the 
original fees are larger than annual re- 
newal charges the receipts for the first 
year are likely to be larger than for sub- 
sequent years unless the number of real 
estate men licensed increases very rap- 
idly. On the other hand, operating ex- 
penses have sometimes been increased, 
or have been decreased less than the 
loss in gross revenue, resulting in a 
smaller reversion to the state. 

Because of possible decreases in gross 
revenue a rather large reversion may be 
justified during the first year so that the 
general treasury might not be burdened 
unduly to make up deficits for enforce- 
ment in other years. However, some 
states have seriously handicapped the 
effectiveness of the laws by appropriat- 
ing comparatively small sums for en- 
forcement and retaining large sums for 
the treasury. But the real estate license 
laws in theory and justification are 
regulatory, not revenue, measures and, 
if a state adopts the policy of consist- 
ently deriving a revenue from them, the 
law might be vulnerable to attack on 
the grounds that it is used as a revenue 
measure and imposes a special tax on one 
occupation. 


The Regulating Commission 


The MacChesney Act provides for the 
administration of the broker’s licenge 
law by a commission of three persons ap- 


43 Figures published by the National Association of 
Real Estate Boards in Real Estate License Laws and the 
1930 Supplement thereto show that, in 1927, 113,890 
brokers and 116,954 salesmen were registered. In 1930 
these figures were respectively 114,434 and 78,052, in 
spite of the fact that four states and one Canadian 
province having a total registration of 12,449 brokers 
and 5,335 salesmen are included in 1930 but not in 1927. 


4 The author is much indebted for material on ad- 
ministrative organization to ““A Review of Procedure in 
Handling Complaints,” a paper prepared by Ralph V. 
Field of the Illinois Real Estate Commission for presen- 
tation before the convention of the National Associa- 
tion of License Law Officials at Toronto, July 9, 1930. 


pointed by the governor of the state but 
considerable variation is found among 
the several states as to the adminis- 
trative machinery actually provided. 
Five main plans may be distinguished.“ 

The most popular form of organization 
rests the administration in a real estate 
commission of from three to five per- 
sons appointed by the governor.* The 
laws provide that the commissioners 
must have been actively engaged as 
real estate brokers or real estate sales- 
men from three to ten years prior to 
their appointment. A possible objec- 
tion might be raised against an admin- 
istrative board composed of men in the 
business that is being regulated. How- 
ever, personal observation of the opera- 
tions of such a board indicates no laxity 
attributable to undue sympathy for an 
individual in the same line of business. 
At the same time, men of such experi- 
ence are better fitted to handle the com- 
plex and technical problems than are 
members of any other group except pos- 
sibly attorneys who specialize in real 
estate law. 

The second plan is peculiar to Cal- 
ifornia. Here the law created a state 
real estate department headed by a real 
estate commissioner, who is appointed 
by the governor for an indeterminate 
period, holds office at the pleasure of the 
governor, and who must have been for 
five years prior to his appointment a real 
estate broker actively engaged in the 


4 Alabama, Arkansas, Delaware, Florida, Georgia, 
Louisiana, Nevada, New Jersey, North Carolina, Ohio, 
Virginia, and Wisconsin. New Jersey has five members 
onthe commission. The author has been unable to learn 
the details of the Louisiana, Nevada, and Virginia com- 
missions. Each of the other states of this group has a 
commission of three members. 

4 Three years: Delaware; Five years: Alabama, 
Arkansas, Georgia, North Carolina; Ten years: New 
Jersey, Ohio. 

Only two of the three members of the Wisconsin’ board 
need be real estate brokers, and the length of time during 
which they must have been in that business is not desig- 
nated. 
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business in California. He has “full 
power to regulate and control the issu- 
ance and revocation, both temporary 
and permanent, of the licenses to be 
issued. . .”47 

Under a third plan an elective or ap- 
pointive state official is ex-officio real 
estate commissioner*® and by a fourth 
plan, used in Michigan and Utah, the 
securities commissions administer the 
real estate license law. 

Finally, three states (Illinois, New 
York, and Pennsylvania) have put the 
enforcement of the license laws in charge 
of previously established departments of 
the state government.*® The difference 
between this and the third plan is 
largely one of degree. Here the ad- 
ministrative body is definitely incor- 
porated into an existing organization 
while in the third plan mentioned the 
head of the department has charge of the 
enforcement of the law, but its adminis- 
tration may otherwise be independent. 

Each of these plans of administration 
has its advantages and disadvantages. 
All things considered, the independent 
commission has many points to recom- 
mend it. Under this plan the admin- 
istrating body has no other govern- 
mental duties, and experience and ob- 
servation have shown it to be at least as 
interested in the proper enforcement of 
the law as is the ordinary government 
official. On the other hand, the men 
composing the commission are primarily 
business men, each with a private busi- 

47 California Real Estate Act, published by California 
State Printing Office (Sacramento, 1929), sec. 3. 

48 Arizona, state land commissioner; Colorado, sec- 
retary of state, assisted by a board of three members 
who are appointed by the governor and who must have 
been brokers in Colorado for not less than Io years; 
Idaho, commissioner of law enforcement; Iowa, secre- 
tary of state; Montana, commissioner of agriculture; 
Oregon, insurance commissioner, required to appoint a 
chief deputy state real estate commissioner; Washing- 
ton, director of licenses, with power to appoint a deputy; 


Wyoming, commissioner of agriculture, who is also ex- 
officio chairman of the Wyoming Real Estate Board 


ness to occupy the major portion of his 
time. Of course, an organization of 
clerks and possibly inspectors or ex- ° 
aminers is available, but the intermittent 
periods during which the main enforcing 
body is in session may detract from its 
efficiency. 

The single, full-time commissioner 
plan of California is noteworthy. Here 
the commissioner’s experience as a real 
estate broker is likely to cause him to 
have the interests of the real estate 
group at heart. He devotes his full time 
to the problems of the license law and is 
not distracted by other governmental or 
private duties. The centering of power 
in one man may be objectionable to 
those who believe that the judgments of 
a group are likely to average better than 
those of one individual. However, the 
writer believes that the flexibility and 
decisiveness inherent in enforcement by 
one commissioner make this plan the 
most commendable. 

The plan of placing the administra- 
tion of the act in the hands of a state 
official having other duties or in the 
jurisdiction of an established department 
of the state government has apparently 
been the result of economy. The major 
objection to this method is that the en- 
forcement of this particular law is often 
only a small part of the duties of the 
official and he is not likely to have the 
personal interest which characterizes 
commissioners who are real estate men. 


composed of himself and three other members who are 
appointed by the governor and who must have had at 
least five years’ experience in the real estate business. 

49 Illinois: department of registration and education. 
A real estate committee of three composed of men with 
10 years’ experience in the real estate business is pro- 
vided for in the law. In addition a real estate commis- 
sioner and a representative of the attorney-general’s 
office, not provided for in the law, assist in its enforce- 
ment. 

New York: department of state. The secretary of 
state is permitted to appoint an advisory committee of 
three licensed brokers. 

Pennsylvania: department of public instruction. 
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For example, in Illinois the department 
of registration and education, in addition 
to its other functions, has charge of the 
licensing of 17 trades and professions. 
Here, however, a real estate committee 
composed of men who must have been 
in the business for at least Io years is a 
part of the administrative machinery. 
Other states have similar arrangements, 
but this is not true of all those falling in 
this class. 

Certain advantages accrue from hav- 
ing enforcement of the real estate license 
law in the same department with that of 
the securities laws. In many cases only 
a thin line separates the sale of an in- 
terest in real estate from that of a se- 
curity. Many schemes originated to 
dupe the public by sale of securities also 
find an outlet in the sale of real estate, 
and vice versa. Many individuals, par- 
ticularly those whose practices are most 
likely to come to the attention of law- 
enforcing officers, move from one field to 
the other. The officials enforcing the 
laws become acquainted with such per- 
sons and also with the characteristics of 
their schemes. Their records as se- 
curity dealers or salesmen may be held 
against them when they attempt to 
enter the real estate business. 


Quasi-fudicial Aspects of Real Estate 
License Law Administration 


In the administration of real estate 
license laws certain judicial, or at least 
quasi-judicial, duties must be performed. 
These duties arise in connection with 
the granting or refusal of licenses upon 
application or with the recall, suspension 
or revocation of certificates already is- 
sued. The person or persons exercising 
this function will, of course, vary with 


50 Where a real estate commission or committee is 
provided this body exercises the judicial function. In 
California the commissioner appoints a hearing officer 
whose findings may be accepted or reviewed. Where 
another state officer is ex-officio real estate commis- 


the type of administrative organization 
which is provided for in the law.*? 

An ideal arrangement would probably 
permit an inquiry into the honesty and 
integrity of every person applying for a 
real estate license. This is almost im- 
possible, however, particularly in states 
where there are many thousands of 
registrants and several thousand original 
applications every year. Except in 
states having a competency examination 
the issuance of an original license is al- 
most automatic except in the compara- 
tively few cases which are specifically 
called to the attention of the commission 
or commissioners. 

The department * almost invariably 
keeps rather complete records of in- 
dividuals whose integrity or competency 
has been questioned. The source of such 
information is varied. A record is kept 
of all persons whose licenses have been 
refused, or suspended. Frequently com- 
plaints are received after an individual 
has permitted his license to lapse so that 
the department no longer has jurisdic- 
tion over him. Information as to bad 
practices may be received from securities 
commissions of the same state or from 
such agencies as Better Business Bu- 
reaus. Occasionally members of the pub- 
lic will make complaints of such a nature 
against unlicensed men as to raise the 
question of their fitness to hold a license 
but not to permit’ of their prosecution 
under the criminal provisions of the laws. 

Such files are checked against all new 
applications and when the name of 
the prospective licensee is not found in 
the derogatory information group the 
approval of the commission or commis- 
sioner is automatically given. Some 


sioner, this function may be delegated to an appointive 
official as in Iowa or to a committee as in Idaho. 


51 For the sake of simplicity in terminology the entire 
administrative organization, whatever its type, will be 
referred to as the “department.” 
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exceptions are, of course, to be noted, 
as in Illinois where applications arouse 
suspicion because of affiliation with 
brokers whose activities have been ques- 
tioned or because the persons applying 
for brokers’ licenses have not previously 
been licensed as salesmen. The practice 
is to call such persons before the real 
estate committee and to inquire into 
their experience and knowledge of real 
estate practice, in order to ascertain their 
ability properly to protect the public 
with whom they deal. Sometimes the 
committee, when it learns that the in- 
dividual in question is not properly 
qualified, recommends that he first ac- 
quire some experience by acting as a 
salesman. Its recommendation is some- 
times so forceful as to verge on a refusal 
to grant a broker’s license because of 
lack of competency. Since the Illinois 
law has no competency requirement, 
the right of the committee to take such 
action may be questioned but un- 
doubtedly this policy has been beneficial 
in the administration of a law that is far 
from perfect. The records indicate that 
no mandamus proceedings have been 
instituted to compel the issuance of a 
license.*2 Probably similar policies are 
adopted in some of the other states. 
Where the files of the department in- 


dicate some question as to the right of 


the applicant to hold a license, a full 
hearing is held. Witnesses may be called 
and evidence secured by complainants 
or by the investigators of the depart- 
ment itself may be introduced. Fre- 
quently the applicant and the complain- 
ant, if any, are represented by attorneys. 
In some states the commissioners con- 
duct their own examination. In others, 
as in Illinois, the department employs an 


attorney to bring out evidence and testi- 


82 Field, op cit., p. 39. 
53Tn Illinois the committee may only recommend to 
the director of the department of registration and edu- 


mony in order that the committee may 
have all pertinent facts in the case. 

The hearing body may decide that the 
applicant should not be granted a license 
on grounds of lack of integrity, com- 
petency, or either, depending on the 
provisions of the state law. In a few 
states the decision of this body is final so 
far as the department is concerned. In 
others it may only recommend to a final 
authority® within the department itself. 
In most cases this recommendation is 
adopted, although the applicant whose 
license has been refused may appeal to 
the final authority. If this is of no avail 
he may appeal to a court of proper juris- 
diction for a writ of mandamus to com- 
pel the issuance of the license. 

Another and perhaps even more ju- 
dicial aspect of real estate law enforce- 
ment concerns the suspension, recall, or 
revocation of licenses already issued. 
The same body which conducts hearings 
in the case of applications also decides 
these matters, occasionally with the 
addition of a preliminary examination 
by another official, as in Illinois, Cali- 
fornia or New York. 

The MacChesney Act lists 11 grounds 
for revocation of a real estate license:* 


“(a) Making any substantial misrepresenta- 

tion, or 

(b) Making any false promises of a char- 
acter likely to influence, persuade or 
induce, or 

(c) Pursuing a continued and flagrant 
course of misrepresentation, or making 
of false promises through agents or 
salesmen or advertising or otherwise, or 

(d) Acting for more than one party in a 
transaction without the knowledge of 
all parties for whom he acts, or 

(e) Accepting a commission or valuable 
consideration as a real estate salesman 
for the performance of any of the acts 


cation. In California the deputy hearing the case rec- 
ommends to the real estate commissioner. In Florida 
an examiner reports to the real estate commission, etc. 


% MacChesney, op. cit., p. 811. 





specified in this Act, from any person, 
except his employer, who must be a 
licensed real estate broker, or 

(f) Representing or attempting to repre- 
sent a real estate broker other than the 
employer, without the express knowl- 
edge and consent of the employer, or 

(g) Failing, within a reasonable time, to 

account for or to remit any money com- 
ing into his possession which belongs to 
others, or 

(h) Being unworthy or incompetent to act 

as a real estate broker or salesman in 
such manner as to safeguard the in- 

_ terests of the public, or 

(1) Paying a commission or valuable con- 
sideration to any person for acts or 
services performed in violation of this 

_ Act, or 

(j) Using the term “Realtor” by one not a 
member of the National Association of 
Real Estate Boards, or 
(k) Any other conduct, whether of the same 
or a different character from that here- 
inbefore specified, which constitutes 
improper, fraudulent, or dishonest deal- 
ing.””® 
In addition, the MacChesney Act pro- 
vides for the suspension or revocation at 
any time of a license which has been ob- 
tained by false or fraudulent representa- 
tion. 

The grounds for suspension or revoca- 
tion in the acts of the various states 
have been based largely on this list. 
However, some states have omitted 
certain items while others have added 
one or two. The clause referring to the 
use of the term realtor has not been 
generally adopted, with the notable ex- 
ception of Oregon. Other clauses fre- 
quently not included are (e) and (f), 
possibly for the reason that whether a 
salesman received a commission or repre- 


% The clause (j) may require explanation. In 1916 
the word “realtor” was adopted by the National Asso- 
ciation of Real Estate Boards to designate members of 
that organization. Since that time its right to the ex- 
clusive use of the word has been upheld in a number of 
court cases. (National Association of Real Estate Boards 
and Detroit Real Estate Board v. C. E. Austin, No. 
116,311, Circuit Court of Detroit, Michigan, November 
8, 1924.) One of the purposes of the National Associa- 
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sented someone in addition to his em- 
ploying broker was a private business 
matter and not necessarily within the 
realm of state regulation. The only 
justification for these sections is that 
their omission might make possible some 
evasion of responsibility and add to the 
difficulties of controlling the acts of 
licensees. It would probably be con- 
ceded, however, that these matters are 
not of such public concern as the other 
grounds of revocation listed. Most of the 
states have adopted clauses (a), (b), (c), 
(d), and the all inclusive (k). 

A few states (California, Illinois, and 
Pennsylvania) have included still an- 
other ground of revocation—namely, 
conviction of the licensee, sometimes be- 
fore and sometimes after being licensed, 
for a felony, crime, or act involving dis- 
honesty or fraud. This inclusion seems 
to be well justified. 


“The Commission may upon its own mo- 
tion and shall upon the verified complaint in 
writing of any person, provided such com- 
plaint . . . shall make out a prima facie 
case, investigate the actions . . . and shall 
have the power to suspend or to revoke any 
license . . .” 


This grant of power found in the Mac- 
Chesney Act and rather closely copied in 
the various state laws is the basis of the 
power of the administrative body. The 
mere licensing power without the pos- 
sibility of reviewing the questionable 
acts of licensees would be of little effect 
in protecting the public. 

The department itself may originate 
cases or they may be started by com- 
plaints from the public. In many states 


tion has been to raise the standards of conduct of its 
members so that the public will have confidence in the 
men with the right to designate themselves as realtors. 
The use of the term by men who have no right to it 
would therefore be a form of misrepresentation, whose 
gravity would partly depend on the extent to which 
realtors are more worthy of confidence than those who 
do not belong to the National Association of Real 
Estate Boards. 
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the resources of the department are too 
limited to permit of much independent 
investigation so that most cases are 
brought to the attention of the enforcing 
bodies by persons who believe that they 
have been unjustly treated. 

The real estate license laws provide 
that before a license may be suspended 
or revoked a hearing must be held at 
which all parties interested have an op- 
portunity to present their facts and 
arguments. However, by no means all 
cases brought to the attention of the de- 
partment result in hearings. By far the 
largest proportion either have no merit, 
do not fall within the jurisdiction of the 
department, or the complainant while 
possibly having a cause of action, obvi- 
ously cannot prove his contention. In 
most states the hearing body does not 
devote its full time to the administration 
of the law, particularly where the com- 
mission form has been adopted. In the 
larger states even a full-time calendar of 
hearings would not be sufficient to take 
care of all matters. For this reason such 
states have generally adopted some 
method whereby only those cases in 
which a revocation or suspension might 
reasonably be expected to result are set 
up for a formal hearing.. The weeding 
out process is done by deputy commis- 
sioners, investigators, or other officials 
charged with this duty. 

The preliminary hearings may be con- 
ducted rather informally but the proce- 
dure before the commission® is very 
similar to a court case. The MacChesney 
Act, as well as most actual state laws, 
provides that the licensee complained of 
shall be served 10 to 20 days before the 
hearing with notice consisting of an exact 
written statement of the charges upon 





% This description of revocation procedure is general- 
ized and is not exactly applicable to any particular state, 
although largely based on Illinois practice. In Florida 
revocations can be made only by the Circuit Court, 


which he is being tried. In most cases 
the licensee or respondent appears with 
an attorney and frequently the com- 
plainant also has an attorney. Where the 
complainant is not represented, which 
may often be the circumstance since he 
cannot directly receive any benefit from 
the outcome, the duty of bringing out 
the facts rests upon the department. 
Sometimes the examination of the com- 
plainant’s facts is conducted by the 
commission itself. In other states, as in 
Illinois,*7 a representative of the depart- 
ment acts as attorney for the complain- 
ant when he does not have his own legal 
representative and this plan is to be rec- 
ommended. Since the decision rests 
with the commission they should, of 
course, preserve an impartial attitude 
and this is rather difficult if the same in- 
dividuals must also bring out damaging 
evidence. The duties of such a repre- 
sentative of the department should also 
include proper preparation of the case so 
that witnesses will be present when de- 
sired and the necessary exhibits pro- 
duced. 

In general, strict rules of evidence are 
not scrupulously followed, but cases are 
handled in much the same manner as in 
proceedings before public utility com- 
missions or similar bodies not trained in 
the law. Sometimes, however, tech- 
nicalities are too stringently insisted 
upon, particularly where the respondent 
has an aggressive attorney. It will prob- 
ably be admitted, even by members of 
the bar, that strict adherence to the 
letter of the rules may cause injustice 
rather than justice. Furthermore, the 
situation is somewhat different when a 
matter is being tried before a body of 12 


where the commission prosecutes after conducting a 
hearing somewhat similar to that described here. 


57 In Illinois the supervisor of complaints generally re- 
ceives an appointment from the office of the attorney- 


general. 
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men than when the question is one of 
ethical conduct tried by three experts in 
the business. 

One authority on the question of evi- 
dence has said: 


“Whether, in point of sound policy, ad- 
ministrative officers or boards can be ex- 
pected to reach truth, in the average, with- 
out observing strictly the jury- trial system of 
rules of evidence, is a large question. ; 
Enough to suggest that most courts and law- 
yers are apt to assume too readily that with- 
out that system of rules, the truth cannot be 
reliably reached. A strong case might be 
made against that assumption. 

“In general theory, it may be asserted that 
at common law the body of jury-trial rules of 
evidence does not as such control the in- 
quiries made by administrative officials, 1. e., 
executive officials classified outside of the 
judiciary department and functioning with- 
out a jury. Furthermore, a declaration, in 
the statute creating such officials, that their 
jurisdiction includes the power to make the 
rule of their own procedure is an implied 
sanction of their independence of the jury- 
trial rules, and removes any possible com- 
mon-law doubt.’”®8 


Possibly some commissions have been 
too stringent in their insistence upon ad- 
herence to the technicalities of the rules 
of evidence.*® 

The MacChesney Act, as well as the 
various state laws, gives the commission 
power to issue subpoenas requiring the 
presence of witnesses or the production 
of documents. If they are not obeyed, 
recourse may be had to the courts for 
contempt proceedings. Any party to the 
complaint may take advantage of this 
method of supporting his contentions. 

The finding of the hearing body may 
be for suspension or for revocation of the 
respondent’s license. In theory the type 
of action decided upon may be the result 


58 John H. Wigmore, ‘Administrative Boards and 
Commissions: Are the Jury Trial Rules of Evidence 
in Force for Their Inquiries?” 17 [//inois Law Review 263 
(December, i922). 

59 Most of the statutes permit the commissioners to 
establish their own rules of procedure. 
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Sus. 
pension is used as a method of punish. 
ment for wrong-doing, and as a warning [ 
in cases where the commission believes 
that such action will be sufficient to in. 
sure the licensee’s adherence to the pro- 


of one of two different motives. 


visions of the law. Revocation takes 
place where the commission is convinced 
that the respondent is not qualified as to 
integrity or competence (generally the 
former) to safeguard the interest of the 
public. Some commissions have made it 


a rule not to consider new applications | 


for licenses from persons who have had 


their certificates revoked until the lapse | 


of a certain period of time, two or three 
years. The laws, however, are silent on 
this point. 
rights of the licensee for any specified 
length of time, but of course for a period 
not more than the unexpired life of the 
license, since all must be renewed an- 
nually. However, the renewal may be 
delayed by the commission until the 
disciplinary effect of the action is judged 
to have been felt. 


Appeal from Commission Decision 


All state laws provide for appeal to the | 


courts from the decision of the commis- 
sion on matters of suspension, revoca- 
tion, or denial of application. Such 
appeal is generally by writ of certiorari, 


although other types of action may bef 


used in some states. In certain states” 
the law permits the courts to review 


questions of both law and fact, while in | 


others® the decision of the commission, 
acting within its powers and in the ab- 
sence of fraud, is conclusive on matters of 
fact, so that the courts can consider only 
questions of law. 


60 Alabama, Georgia, Idaho, Illinois, Montana, New 


York, Ohio, Oregon, Pennsylvania, Washington, Wis- 


consin. 

61 Arkansas, Delaware, Iowa, Michigan, New Jersey, 
North Carolina, Wyoming. In Arizona and California 
the jurisdiction of the court is limited to the question as 
to whether the commissioner has abused discretion. 


Suspension may abrogate the f 
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compelled to certify a copy of its record 
to the appellant upon his paying the 
costs involved. Definite time limits, 
generally from 20 to 30 days, are estab- 
lished for filing the appeal. 

When an appeal is taken, the law does 
not usually give effect to the decision of 
the commission until the case is finally 
decided. This, of course, is to the ad- 
vantage of the appellant, particularly if 
the courts are lenient in granting con- 
tinuances. The broker can continue to 
operate and every delay increases the 
difficulty of the department in producing 
witnesses and establishing its case,” par- 
ticularly since they have no pecuniary 
interest in the matter, and become more 
and more reluctant to appear and testify 
as continuance after continuance is 
granted. 


Settlements in Revocation Cases 


Cases before bodies charged with the 
administration of real estate license laws 
do not aim to secure return of money, to 
rescind contracts, or in other ways to 
satisfy injured persons. Recourse to the 
courts in civil actions is the remedy for 
such matters.® However, most cases are 
begun by complainants whose chief mo- 
tive is the desire to bring pressure to bear 
on the broker complained of, so that he 
will be more willing to make a settle- 
ment. They may wish to protect others 
or they may have a feeling of vengeance 
but the pecuniary motive is by far the 
the most important in originating com- 
plaints. 

This raises one of the most vexatious 
problems for administrators of the law. 





® In Illinois in one case where the revocation order 
was issued in February, 1930, the appeal had not yet 
been decided in March, 1931. Meanwhile the appellant 
continued his same operations. 


88 Many of the license laws specifically provide that 
they shall not be construed to relieve anyone from civil 
liability or criminal prosecution. 
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The department does not wish to be re- 
garded as an additional club over the 
heads of brokers who may or may not 
have offended; but at the same time its 
evidence is largely dependent upon per- 
sons to whom this is the chief aspect of 
the matter. Some departments have 
frankly recognized this situation and 
attempted to get the parties together 
with the idea of making a settlement, 
particularly if the infraction of the law is 
not a major one.™ 

The matter of settlements creates 
difficulties from another angle. Some 
unprincipled operators make it a prac- 
tice to settle with persons whose evidence 
and testimony would be particularly 
damaging. The department may, of 
course, subpoena any complainants with 
whom settlements have been made pro- 
vided it has received notice of their cases; 
but here the witness is generally unwill- 
ing and uncooperative with the result 
that the case is much more difficult to 
prove. At the same time, the fact that 
a settlement is made does not alter the 
original guilt of the broker and these are 
precisely the persons whom the license 
law aims to put out of business. 

In Illinois a type of case termed a 
“departmental complaint” has been de- 
signed to take care of this situation. 
Here a number of cases, including those 
in which witnesses must be subpoenaed 
after settlements, are brought together 
and the department itself becomes the 
complainant. Any one complaint might 
not be sufficient for revocation; but a 
number of them indicate such a settled 
policy on the part of the broker that re- 
vocation is almost certain to be upheld 
in court. 


* Field, op. cit., p. 13. 


6 One free-lot subdivider in Chicago had a printed 
form to be signed by complainants with whom he 
settled, asking the department to withdraw their com- 
plaints. 
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Types of Cases Coming before the 
Commissions 


The various complaints upon which 
real estate commissions take action may 
be placed in three main categories: 
subdividing, brokerage, and property 
management. These, of course, might 
be subclassified into other groups. 

Subdividing. One practice used by 
some unethical subdividers has been 
almost universally condemned by license 
law enforcing bodies. This is the free-lot 
method of selling unimproved real es- 
tate. It is based entirely on deception 
and misrepresentation. Other practices 
which are probably equally reprehensible 
but which have not been so widely pub- 
licized are known as “contract raiding” 
and “‘the pitch system.”®? These are also 
sales methods which are largely depend- 
ent for their success upon misrepresenta- 
tion or deception practiced on ignorant 
and low-income groups. 

A clause in the MacChesney Act, as 
well as in most of the individual state 
laws, makes such practices particularly 
difficult to control: 


“Any unlawful act or violation of any of 
the provisions of this Act by any real estate 
salesman, employee, or partner or associate 
of a licensed real estate broker, shall not be 
cause for the revocation of a license of any 
real estate broker, partial or otherwise, un- 
less it shall appear to the satisfaction of the 
commission that said employer, partner or 
associate had guilty knowledge thereof.”’® 


When subdivision lots are sold the 
purchaser generally has no contact 
whatever with the employing broker. 
His negotiations are with the salesman 
or sales manager. The promise of resale 


8 The free-lot method has been described in detail by 
H. Morton Bodfish in “The Free-Lot Subdivider,” 5 
Fournal of Land & Public Utility Economics 187-198, 
285-292 (May and August, 1929). 


87 Tbid., pp. 188-9 for descriptions of these methods. 
68 MacChesney, op. cit., pp. 811-12. 
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at a profit which forms an integral part of 
the misrepresentation used in these meth- 
ods is made by the salesman and never by 
the broker. Even if put in writing such a 
statement is not found on the printed 
contract, but is written out separately 
by the salesman. When such cases come 
to the attention of the commission, the 
broker can hide behind this clause and 
deny that he had any guilty knowledge 
of the methods used by his salesmen. 
Consequently the commission may re- 
voke the licenses of the salesmen but 
the broker can continue to operate since 
his guilt is almost impossible to prove. 
The departmental complaint may be 
useful in indicating a settled policy on 
the part of the broker but experience 
has shown that legal proof is very diffi- 
cult although the facts seem obvious. 

The same difficulty may be found in 
other fields of real estate than sub- 
dividing; but the use of salesmen in large 
numbers is in general confined to sub- 
division activity. At the same time 
more complaints are levied against the 
operations of unethical subdividers than 
against any other single type of real 
estate operators.®® 

Property Management. Property man- 
agement cases usually involve the re- 
tention of funds belonging to the owner 
of the property managed. Money is col- 
lected and not turned over or false bills 
are rendered. These cases are not par- 
ticularly difficult to prove. 

Brokerage. A variety of bad practices 
in the general field of real estate broker- 
age comes to the attention of the various 
license law officials. One source of diff- 


6° The Annual Report of the real estate department of 
the Chicago Better Business Bureau issued in June, 
1930, indicates that from June, 1929 to May, 1930 the 
Illinois department of registration and education re- 
voked the certificates of 44 brokers and salesmen; 15 
revocations resulted from transactions under the gen- 
eral classification of brokerage. The other 29 were in 
the subdivision field. 
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culty comes when the broker acts as 
escrowee and the transaction is not 
completed. Both parties are inclined to 
blame the broker and to claim the funds 
escrowed. Many of the cases under this 
heading should properly be litigated in 
courts of law, although some of them do 
involve one or more of the grounds of 
revocation provided in the real estate 
license law. 

The use of ‘“‘straw men” by the broker 
to secure a profit for himself in transac- 
tions where he acts in a fiduciary ca- 
pacity is an objectionable practice which 
appears to be decreasing in importance. 
Such cases are often cleverly camou- 
flaged and difficult to prove but retribu- 
tion is usually swift when the facts are 
made apparent. Cases of misrepresenta- 
tion as to the physical condition of the 
property or its income are also fairly 
common in the general brokerage divi- 
sion. 


Commission Furisdiction over Real Estate 
Investments 


One of the most important develop- 
ments in the theory of license law regu- 
lation in recent years took place in con- 
nection with what may be termed the 
Wisconsin-Texas land cases. For some 
years real estate promoters have been 
selling land located in Arizona, Cali- 
fornia, Florida, Texas and other distant 
places to residents of northern cities. 
Within the past few years those offering 
small tracts in the Rio Grande Valley, 
located in southeastern Texas, have in- 
creased their activity. This land is sold 
primarily for citrus fruit culture, par- 
ticularly grapefruit. Under most of the 
sales plans the purchaser does not live 
on the tract but stays in his present 
home and gives a contract for its culti- 
vation to the sales company or to an- 





70 For a description of this type of project and an 
outline of the dangers to purchasers involved see Report 
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other organization which is to plant the 
fruit, pack, and market it for a per- 
centage of the proceeds. 

Part of this land has possibilities but 
undoubtedly some of it is not suited to 
profitable citrus fruit cultivation and 
often the purchaser is not properly pro- 
tected because of improper financing or 
developmental arrangements. Hence, 
Better Business Bureaus and similar 
agencies have regarded these projects 
with suspicion.”° Real estate license law 
officials have, of course, recognized the 
dangers involved and have taken various 
steps to protect the public. The climax 
came when the Wisconsin Board refused 
to issue licenses to a number of firms 
dealing in Texas Rio Grande land. A 
short review of the history of the Wis- 
consin real estate license law may be 
helpful in explaining what took place. 
The law was passed in 1920, has been 
upheld by the Wisconsin Supreme Court, 
and has been rather vigorously enforced, 
particularly against out-of-state dealers. 
The Supreme Court of Wisconsin seems 
to have stressed this aspect of the law. 


“The evil aimed at was very great. Cit- 
izens of this state were being defrauded in 
large amounts through the activities of so- 
called real estate brokers, many of whom 
were not citizens of this state, and who came 
here for the purpose of exploiting its people.” 


During the Florida boom in 1924 and 
1925 the Brokers’ Board in Wisconsin 
carefully scrutinized the propositions of 
all persons offering land in Florida. It 
required firms dealing in such land to 
submit a financial statement in order to 
determine whether or not they were able 
to carry out their promised develop- 
mental programs. One firm was refused 
a license because of unwillingness to fur- 
nish this information. The original 


of the Chicago Better Business Bureau, vol. 2, No. 76, 
March 6, 1930. 
11 Payne v. Volkman, 183 Wis. 412 (1924). 
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theory of the license laws was that they 
were designed to protect the public from 
dishonest, untrustworthy, and incom- 
petent brokers. They were not con- 
sidered to be for the purpose of keeping 
purchasers from making poor invest- 
ments. However, in upholding the 
Board” in its refusal to grant the license 
the Supreme Court of Wisconsin made 
some rather interesting comments on 
the Florida land boom and the Board’s 
foreboding of its probable outcome. The 
Court stated that the Board was bound 
to look at the boom with suspicion. 
On other points the Court said, 


“Trustworthy” signifies worthy of trust, 
and in financial or business transactions it 
means worthy of trust in reference thereto. 
The realtor, seeking to sell Florida land in 
Wisconsin, was reasonably required to show 
its ability to make good on any representa- 
tions it should make as to lands it sought to 
rs 

“Courts should hesitate in compelling the 
issuance of a broker’s license, which is in 
effect much more than a mere permission to 
sell real estate. It carries with it the com- 
mendation of the licensee as a trustworthy 
and competent broker, upon whom the pub- 
lic have a right to rely.” 


This case might reasonably be taken to 
mean that the Court might be willing 
to extend the jurisdiction of the Board 
to include some supervision of the in- 
vestment, at least in cases which would 
be suspicious. There can be little doubt 
that it encouraged the Wisconsin Board 
to take the next step—the refusal to 
license certain Texas Rio Grande pro- 
jects. 

This action was taken only after the 
Board had investigated the matter and 
had sent an official to Texas to inspect 
some of the land offered. The case was 
complicated by other considerations, 


72 State ex rel. Durham Tropical Land Corporation v. 
Wisconsin Real Estate Brokers Board et al., 21i N. W. 
292 (1926). 
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such as the acquiring of a grapefruit 
grove by an official sent to investigate, 
Resolutions were introduced into the 
Legislature of Texas advocating an 
embargo on Wisconsin products and a 
number of orders for machinery from 
Wisconsin manufacturers were reported 
cancelled.” 

Relying on the previous Supreme 
Court case the Board based its decision 
not to issue the license on the ground 
that the company had not furnished 
satisfactory proof of its trustworthiness 
and competency. However, this con- 
clusion seems to have rested on the spec- 
ulative character of the investment 
offered rather than on the question of 
the character of the men involved. The 
Supreme Court of Wisconsin was un- 
willing to go so far. In deciding the case 
against the Board the Court” pointed 
out that the controlling factor is the 
trustworthiness of the applicant. While 
leaving the opening that some invest- 
ments might be of such a fraudulent na- 
ture that the broker dealing in them 
would be generally regarded as untrust- 
worthy from this evidence alone, the 
Court held that in this case the Board 
did not claim that the proposition was 
fraudulent. 

Apparently the courts are not yet 
ready to widen the protection offered by 
real estate license laws, even though 
granting that in extreme cases the char- 
acter of the investment might be evi- 
dence of the character of the broker offer- 
ing it. On the other hand, the Court 
pointed out in the above case that it was 
not called upon to consider how far the 
Legislature might go in permitting the 
Board to pass on the soundness of invest- 
ments. It did not state that the Legisla- 
ture might not so widen the scope of the 


law, but of course this must not be taken 


3 Chicago Daily Tribune, March 15, 1930, p. 12. 
4 State v. Grootemaat, 231 N. W. 628 (1930). 
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to hold that the Court would rule such a 
law to be constitutional. It merely 
leaves the hope that this result would 
follow. 

Space does not permit a very full dis- 
cussion of the arguments for or against 
permitting real estate license law officials 
to look into the character of investments 
as well as that of the men in the business. 
However, there is no question but that 
the possibilities of loss are very great 
when the land is at a considerable dis- 
tance and the buyer does not have an 
adequate opportunity to inspect it, 
granting that he had the ability to make 
an accurate analysis. However, it is 
probably advisable to extend the scope 
of the laws rather slowly and not to 
attempt to bring in this aspect until the 
general theory of real estate license laws 
is more firmly established by court de- 
cisions in the various states as well as in 
the United States Supreme Court.” 


Results Attained by Real Estate 
License Laws 


It is extremely difficult, if not im- 
possible, to determine how much real 
estate license laws have accomplished. 
Some, although by no means complete, 
figures have been obtained as to the 
number of men registered, licenses re- 
fused, complaints received, and licenses 
revoked or suspended (Table ITI). 

Thus the conduct of approximately 
185,000 real estate brokers and salesmen 
were subject to review by license law of- 
ficials in 1930. That this affords some 
protection to the public is shown by the 
revocations and other disciplinary meas- 
ures taken by those charged with en- 
forcement of the law. The proportion of 
such actions tothe number of complaints 
received may seem surprisingly small. 


78 See Nathan William MacChesney, “Administrative 
Decisions on Real Estate License Laws,” 31 National 
Real Estate Fournal 39 (August 4, 1930). 


Undoubtedly enforcement of the law 
could be improved, resulting in an in- 
crease in number of refusals, revocations, 
and suspensions, to the benefit of the pub- 
lic and reputable real estate men. How- 
Taste III. Numser or Licenses Issuep, REFUSED, 


REVOKED, AND SUSPENDED AND NUMBER OF 
Comptaints RECEIVED iN 1930*. 
































Licenses Issued 
Li- Li- Li- 
Brok- | Sales- | censes} censes| censes 
State ers men Re- Re- | Sus- | Com- 
fused | voked|pended! plaints 

Alabama...... 637 820 3 6 2 29 
Arizona....... 428 322 I I 8 30 
Arkansas...... 577 227 ro) I PP 27 
California..... 19,123] 24,988} 12 17 7 |1,918 
Colorado...... 1,509} 1,002 abs rig 4 
Delaware...... 106 129 fo) °o o 13 
Florida........| 2,697) 1,045 3 I ° 118 
Georgia....... 919 725 1 ° I 40 
Idaho......... 409 tT 3 °o 2 7 
Illinois........ 12,369] 9,512] 92 36 aa 428 
Towa......... 2,702} 1,132} oO o 2 122 
Louisiana. .... 582 626) .. ee bead 
Michigan...... 10,115| 6,464) 54 16 16 462 
Montana...... 406 ee 2 25 
Nevada....... Peery: Sate 7 y a“ eg 
New Jersey....| 11,368) 3,319 7 8 8 437 
New York..... 23,629] 15,482] 90 95 10 32 
North Carolina 521 158} 19 6 6 150 
| ee 7,042] 5,753 9 17 4 | 1,318 
Oregon........} 1,854 416 2 I 2 106 
Pennsylvania..| 7,591} 2,874 7 5 14 145 

| Sees 135 217 I 4 2 3 
Virginia....... 913 591 3 2 4 23 
Washington...| 3,213 T 9 3 17 55 
Wyoming..... 141 20} Oo re) ° oO 








*Data from 1930 Supplement to Real Estate License Laws. 
It should be noted that the fiscal years of the various states do 
not always cover the same periods. 

tAll registrants are brokers. 


ever, observation” has shown that in a 
majority of cases filed, the complainant 
is as unethical as are some of the licensees. 
Complaints are filed because purchasers 
have merely changed their minds about 
their bargains; because they wish to re- 
ceive more than is justly due them; be- 
cause they wish to avoid paying a com- 
mission; or for an infinite number of 
reasons which reflect against the com- 
plainants. Such matters are usually given 
short shrift by the enforcing bodies. On 
the other hand, many persons appeal to 
the real estate commissions on matters 
over which the latter have no jurisdic- 
tion, such as the proper allocation of com- 


missions, or other matters which do not 


76 The writer listened to practically all cases coming 
before the Illinois committee from July, 1929 to June, 
1930. 
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come under the license law. Inan unfor- 
tunately large number of cases the com- 
plainant no doubt has a just grievance, 
and, if all facts could be proved, the ad- 
visability of revoking the respondent’s 
certificate would not be questioned. 
However, such a step, which would take 
from him the right to make a living in 
his chosen business, is a serious matter 
and mere belief of guilt, without proof, 
is not sufficient, particularly when any 
case may be reviewed by the Supreme 
Court. 

These considerations partly account 
for the fact that revocations, denials, 
or suspensions are not more frequent. 
On the other hand, some commissions 
have been handicapped by lack of 
trained investigators to follow up bad 
practices or to unearth proof where be- 
lief of delinquency exists. Probably also 
laxity or even dishonesty in the adminis- 
tration of the laws has sometimes oc- 
curred. For example, conditions in the 
Illinois department of registration and 
education several years ago were such as 
to call for an almost complete reorgani- 
zation of that department and probably 
Illinois has not been alone in this respect. 
Human nature being as it is some cor- 
ruption is occasionally likely to creep 
into the administration of any law just 
as it may on occasion be found in almost 
any business or, in fact, any human ac- 
tivity. On the whole, the license laws 
seem to be administered honestly, if not 
always with maximum efficiency. 

So far as the general benefits of license 
law administration are concerned, the 
number of revocations or even of refusals 
is probably not as important as other 
factors. The mere fact that any trans- 
action may be brought to the attention 
of the enforcing officials leads to caution 
and to elimination of some bad prac- 
tices. This is probably a most important 


77 Real Estate License Laws, op. ¢it., p. 19. 


element in maintaining standards of 
practice, but it is almost unmeasurable. 
Probably the best method of approach- 
ing the problem was pointed out by a 
Detroit judge who stated that there 
” . is less litigation involving real 
estate in Wayne County Circuit at pres- 
ent ... and [he] believed this condition 
is due to the enforcement of the license 
law and the work of the real estate 
associations.”’?7 

Possibly the best commentary on the 
desirability of these laws lies in the fact 
that the number of states having such 
regulation increases almost every year. 
In addition, the laws already enacted 
are frequently amended and almost in- 
variably in the direction of greater 
stringency. Not since 1926 have any 
states repealed laws already in effect. 

License laws should not be looked 
upon as substitutes for the elevation of 
standards in the business by the men in 
it. Possibly their most important effect 
is that they crystallize the opinion that 
this need exists. The laws cannot go be- 
yond the standards of practice actually 
put into effect by a substantial portion, 
if not a majority, of the real estate men 
themselves. This is a matter of educa- 
tion, not only of the business men but 
also of the public so that they will pat- 
ronize only the reputable and, in a sense, 
socially-minded representatives of the 
real estate business. 


Recommendations for License Law 
Administration 


A few recommendations may be made 
for furthering the purposes for which 
real estate license laws are enacted— 
namely, protection of the public through 
elimination of practices resulting from 
dishonesty or incompetency. 

1. Amendment of the license laws, as 
soon as they are firmly enough estab- 
lished, to include a written competency 
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examination. It may be advisable to 
place such examinations under the direc- 
tion of some university in each state, as 
is sometimes the case with other occupa- 
tions such as certified public accountants. 
In this way criticism of the possibility of 
graft or domination by the organized 
real estate groups may be mitigated. 

2. The use, to the extent which the 
courts will permit, of the character of 
the investment offered as an evidence of 
the trustworthiness of the broker, par- 
ticularly where large operations affecting 
many persons are concerned. Experience 
has shown that the comparatively low- 
income groups, to whom such invest- 
ments are so frequently offered, are un- 
able to protect themselves by the 
analysis of real estate operations, par- 
ticularly when they are located at a 
distance. 

3. Development of some agency for 
pooling experience in administering the 
laws. The enforcing bodies in the various 
states have many problems in common. 
Decisions of the various commissions 
and opinions of attorney-generals, as 
well as local court cases, might be com- 
piled and thus be used in building an 
organized and somewhat uniform method 
of procedure, serving a purpose similar 
to that of the various public utility com- 
mission reports. The only danger in- 
volved is that this might form the basis 
of a doctrine similar to stare decisis 
which has been adopted by the courts 
and is the basis for much criticism of 
our legal system. 

In 1930 a number of license law offi- 
ficials meeting with the convention of 
the National Association of Real Estate 
Boards formed the National Association 
of Real Estate License Law Officials. 
One of the purposes of this organization 
was to provide for an interchange of ex- 
perience as well as to serve as a clearing 
house for information regarding revoca- 


tions and similar actions to prevent any 
individual whose license was revoked in 
one state from going across the border 
and securing a license there before his 
character could be ascertained. To date 
this organization seems to exist in name 
only, largely because of the difficulty of 
financing any permanent framework. 

4. Cases coming before the various 
tribunals should be disposed of promptly. 
Here, as in criminal law, a large part of 
the effectiveness of the act depends upon 
the expeditious meting of punishment. 
The longer a case is allowed to drag 
along, either before it is put on the 
calendar or as the result of numerous 
continuances, the more difficult it is to 
prove. A favorite trick of the attorney 
whose client has no defense is to wear 
out the opposition with a long succession 
of continuances. The longer the matter 
is delayed the greater is the chance of the 
guilty escaping. 

5. The same reasoning applies to the 
conduct of cases in which revocations 
are appealed to the courts. A series of 
continuances is almost always beneficial 
to the licensee and detrimental to the de- 
partment. This same problem is found 
in civil and criminal cases, and where 
judges make it a practice to grant con- 
tinuances on the slightest excuse, the 
difficulty cannot be overcome without a 
reform of the judicial system. However, 
the department can do its part by expe- 
ditious preparation of its case so that it 
will not have to request a delay and by 
objecting vigorously to requests on the 
part of the opposing attorney rather than 
submitting abjectly on the grounds of 
professional courtesy, of which some law- 
yers will take undue advantage. 

6. Steps should be taken to strip un- 
principled brokers employing large num- 
bers of salesmen from the defense which 
appears to be afforded by the “guilty 
knowledge” clause. Possibly this will 
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require some change in the law, and here 
the attitude of the courts as to the con- 
stitutionality of any provision abolishing 
this defense becomes vital. Even under 
present conditions the commissions might 
reasonably hold that a succession of 
cases showing a settled policy of bad 
practices indicates that the employing 
broker has knowledge of the practice 
even though guilt might not be proved in 
any one case. Sufficient latitude seems 
to be present to permit the commissions 
to insist on brokers assuming greater re- 
sponsibility for acts of their salesmen 
than the limits of the “guilty knowl- 


edge” clause are sometimes interpreted 
to afford. 

7. An important part of the work of 
the administrative body should be that 
of education. A large part of the public, 
as well as of the body of real estate men, 
is unfamiliar with the purposes and de- 
tails of the real estate license law. This 
can be overcome by publicity in news- 
papers and periodicals, by issuance of 
literature about the law, and by appear- 
ance of men connected with its enforce- 
ment before various groups to explain it. 
Several states are making definite efforts 
in this direction and considerable ad. 
vances are already noticeable. 
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The Common Carrier-Public Utility Concept: 
A Legal-Industrial View 


By IRWIN S. ROSENBAUM 


mind is slow. Thus our social, 
political, and economic policies 
never catch up with the shifts in our 
world of action. Traditional ideas be- 
come catchwords, thought relies on 
stereotypes, and the inevitable clash be- 
tween fact and fancy raises a white 
heat of emotion. 
Walter Lippman warns us of this 
blind acceptance of stereotyped ideas. 
He says: 


' \IMES change rapidly, but man’s 


“The sublest and most pervasive of all in- 
fluences are those which create and maintain 
the repertory of stereotypes. We are told 
about the world before we see it. We im- 
agine most things before we experience 
them. And those preconceptions, unless 
education has made us acutely aware, gov- 
ern deeply the whole process of percep- 
tion... 


“What matters is the character of the 
stereotypes, and the gullibility with which 
we employ them. And these in the end de- 
pend upon those inclusive patterns which 
constitute our philosophy of life. If in that 
philosophy we assume that the world is 
codified according to a code which we possess 
we are likely to make our reports of what is 
going on describe a world run by our code. 
But if our philosophy tells us that each man 
is only a small part of the world, that his in- 
telligence catches at best only phases and 
aspects in a coarse net of ideas, then when 
we use our stereotypes, we tend to know that 
they are only stereotypes, to hold them 
lightly, to modify them gladly. We tend, 
also, to realize more and more clearly when 
our ideas started, where they started, how 
they came to us, why we accepted them.” 


The purpose in the following pages is 
to examine our fundamental ideas of 
common carriers and public utilities. 


These concepts have been cluttered with 
political, economic, business, and legal 
implications; they are now little more 
than jargon. From politics has come the 
idea of state regulation, from economics 
and sociology the urge for widespread 
use and cheapness of price, and from 
business the doctrines of financial con- 
trols and large-scale operations. When 
such notions are added to a legal concept 
itself complex, the result is chaos. We 
believe that this confusion in funda- 
mental concepts goes far to explain 
abortive regulation, inadequate theory, 
and unfortunate enterprising found in 
this field. 

The phrases “public utility” and 
“common carrier” now represent a 
false classification which can be cor- 
rected only by redefinition of terms. The 
phrases should be recognized as legal- 
istic in character. They should not be 
used as tools for political, economic, or 
industrial thinking. The question, 
“What is a public utility?” should be 
banished from all but legal inquiry. Ifa 
corresponding classification is necessary 
in the economic and social fields, we 
suggest the use of a phrase such as 
“utility industrials.” Such a term would 
be unencumbered with legal implica- 
tions, and would better fit present in- 
dustrial facts. 

The common carrier-public utility 
concept is a product of the legal mind. 
It has been shaped by legal situations 
and technique within the atmosphere of 
legislatures, courts, and administrative 





1 Public Opinion (New York: Harcourt Brace & Co., 
1922), pp. 89-91. 
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bodies. In the United States it has been 
given a peculiar twist by courts in check- 
ing legislative action. The failure of 
legal terminology to conform to economic 
fact is not surprising; it is a common 
phenomenon of the law. 

The law has attached to a group of 
industries the label “public” or “com- 
mon,” as contrasted with “private.” 
To this group it gives unique legal 
duties and unique legal rights. These 
legal duties and rights are subject to 
well-nigh unlimited legislative change; 
prices and service are usual subjects of 
legislative interference. This regulation is 
generally distinguished from the broader, 
but less extreme, governmental power 
known as the police power. Such are the 
uses to which the law puts the public 
carrier idea. 


Common Carrier-Public Utility, a Legal 
Concept 

Contribution of Legislatures. How, we 
may ask, did the law build up this 
classification of industries? All three 
organs of legal control, legislatures, 
courts and commissions, we know, took 
part, and the methods of each of these 
must be analyzed before we can answer 
this question. 

The legislature is primarily a political 
and lay-minded body generally enunciat- 
ing the demands of groups in the body 
politic. These groups in turn are im- 
pelled by various desires to cure actual 
or supposed wrongs to themselves, to 
realize economic or social ends through 
state action, or to satisfy the spirit of 
greed and acquisitiveness. Secondly, 
legislatures are dynamic organs of social 
thinking, but they have commonly 

2 An illustration of administrative interpretation is 
the issue of extending the general jurisdictional classi- 
fication of “common carrier” to the motor bus and 
truck. Commissions have in some instances interpreted 
their jurisdictional delegation of power over common 


carriers to include the new transportation facilities. In 
other instances they have refused to make the extension 


and have awaited legislative action. 


failed to think through the current 
problems of the industries with which 
they have attempted to deal. 

The tendency of legislatures is to 
effect a constant expansion of public 
utility regulation. Abuses real or sup- 
posed are prolific, economic and social 
theories are amorphous and ambitious, 
and acquisitiveness has no apparent 
limit. If, therefore, we had no system of 
constitutional limitation administered 
by the courts, we might look forward to 
a tremendous increase in industrial 
legislation applied to carriers and utili- 
ties. Furthermore, other industrials 
would constantly be drawn in until the 
public utility concept might well dis- 
appear by unlimited expansion. In re- 
cent years legislatures have in fact made 
a tremendous expansion of the common 
carrier-public utility group. 

Contribution of Commissions. Our 
administrative agencies are merely the 
servants of the legislatures which create 
them and the courts which hold them 
both in check. Their activity in classify- 
ing industries for control purposes is, 
therefore, limited. They can merely 
interpret legislative terms, keeping one 
eye on the legislature and the other on 
the courts.” 

Contribution of Courts. Courts classify 
industries for two purposes: (I) to ex- 
tend and recast traditional law; and (2) 
to use classifications to limit legislative 
action. Confusion has often arisen 
through failure to distinguish between 
these two purposes. The two are some- 
what intertwined, but the court might 
very well come to a different conclusion 
in passing on a private controversy than 
in denying legislatures the right to act. 

Courts have been imbuedf or many 


See Irwin S. 
Rosenbaum and David E. Lilienthal, “Motor Carrier 
Regulation,” 26 Columbia Law Review 954, n. 49 at 
970 (December, 1926). 
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centuries with ideas of judicial su- 
premacy, responsibility, and aloofness. 
They have not been moved to the same 
extent as legislatures by public appeals 
and whims or personal notions. They 
have not considered themselves pri- 
marily a medium of social progress, but 
rather the protectors of a traditional 
system. Their judgments, therefore, 
have been conservative and their role 
has been that of approving social 
changes which have already occurred. 
This slowness of judicial action has been 
emphasized during the period of rapid 
industrial development. It is true that 
any change is possible through this 
method of judicial expansion but only 
slowly and after years of education and 
infiltration. In a rapidly shifting 
society legal technique tends to make 
its decisions dependent not on considera- 
tions of present facts but on a continua- 
tion of the past. 

We have sought to say why courts 
act, and how they think. We shall now 
inquire how they act. The three principal 
judicial tools are precedent, analogy, 
and constructive methods. Precedent 
bases a decision on the extent to which 
the present situation, tested by factual 
comparison or logical connection, falls 
within past decisions. The analogy 
method closely resembles it; it is useful 
where factual comparison or logical con- 
nection is remote but leaves a gap 
which is not so extreme as to be a dis- 
tinct break from the past. Both methods 
assume that the present is an out- 
growth of the past and that social ma- 
chinery is “weaving a seamless web.” 
The methods sometimes parallel and 
sometimes lag behind legislative de- 
cisions, but on an unreasoned basis. 

The third judicial method is that of 
affirmative social thinking on what 
might be called a constructive, “natural 
law,” or social justice basis. This 


method pushes decisions forward on a 
tangent and at an accelerated pace so as 
to make them jibe with, anticipate, or 
mold social facts. At various periods 
and under the influence of strong leaders, 
such as Coke, Ellenborough, Mansfield, 
and Marshall, it has been a major force. 
But, by and large, it stays in the back- 
ground. 

The law tends to establish classifica- 
tions which are comparatively _per- 
manent, and which, as years go by, may 
have little relation to the social and 
economic facts of the time. Legally, 
however, the classifications are as potent 
as ever. This gap between shifting 
social policy and judicial decision may 
never be closed unless judicial supremacy 
is deflated or judicial method revamped. 
Neither of these contingencies are prob- 
able in the reasonably near future. 


Theories as to the Origin of the Common 
Carrier-Public Utility Concept 


We have a picture of the various 
branches of government which deter- 
mine what is and what is not a common 
carrier or public utility. We have also a 
notion of their manner of working. Let 
us now turn to history to learn the 
story of the common carrier-public 
utility idea. 

Monopoly Theory. A theory which has 
wide current acceptance assumes that 
monopoly is the touchstone of common 
and public callings and that protection 
from monopoly is the aim of regulation. 
The classification is said to rest on an eco- 
nomic rather than a legal basis, and the 
existence of monopoly power is said to be 
the historic explanation, as well as the 
present reason for changes init. “These 
principles of our common law [protection 
from monopoly] are for all time,” says 
Bruce Wyman, and a “realization of them 
should lead to some conception of the 
inherent character of the public employ- 
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ment and the special law necessary for 
its regulation.’ 

Legislative Theory. This theory re- 
gards regulation of business as an exer- 
cise of the sovereign legislative will 
based on public policy. In mediaeval 
times the church is said to have frowned 
on business and to have caused its 
strict regulation. Later, the king for 
revenue purposes promoted trade and 
commerce and chartered trading com- 
panies; and finally the emergence of 
England as a commercial power brought 
on the period of unrestricted free trade. 
The legal classification of business into 
private and public is decried by a propo- 
nent of this theory, unless legislatures be 
allowed to shift it at will. “It is not true 
as has been asserted,” Cheadle says, 
“that the duty to serve all the public 
must coexist with the liability of a bus- 
iness to intimate affirmative regulation 
as to rates and charges by the state.”’ So 
far as courts are concerned “‘the only in- 
quiry is as to whether the action of the 
legislature appears wholly arbitrary and 
uncalled for in the interest of society, 
the burden being upon the one seeking 
to show this arbitrary character in the 
statutes.’”! 

Governmental Nature Theory. This 
theory conceives of common and public 
businesses as inherently the function of 
government. Failure of governments 
to operate them is based on considera- 
tions of expediency. Regulation aims 
to assure performance of the duties 
owing to the public. It fluctuates from 
time to time between emphasis on in- 
dividual rights of business operators and 
the general weal. 

Hartman, an advocate of this theory, 
states the case for this explanation: 


3Special Law Governing Public Service Corporations 
(New York: Baker Voorhis & Co., 1921), vol.1, p. 6. 


‘John B. Cheadle, “Government Control of Busi- 


“Those attributes denominated ‘public 
interest’ in the Munn case are found in the 
final analysis of all public utilities. All are 
necessary to the public welfare to such an 
extent that the State, to reach its own com- 
plete development, must supply the service 
they render or a substitute for it. The gov- 
ernmental function, i. e., the guarantee of 
the service, with the power to operate if 
necessary, as opposed to the exercise of the 
function, has never been delegated and 
cannot be delegated without violation of 
legal principles. Expediency alone has di- 
rected the waiver of the right to serve by the 
State to private capital. Necessity has re- 
served to the State the right to regulate.’’® 


These three theories attempt to endow 
the common carrier-public utility idea 
with an economic, social, or politico- 
historic meaning. But neither history 
nor the present supports them. Protec- 
tion from monopoly may have motivated 
some legislation and judicial decisions 
in the past; it is not, however, the origin 
of the idea, nor is it the present signi- 
ficance. The legislative theory, ap- 
parently influenced by a resentment 
against judicial checks, overemphasizes 
legislative action and disregards the 
part played by the judiciary at common 
law and under our constitutional system. 
The governmental function theory is a 
socialistic interpretation of history and 
industrial activity. It might be proposed 
as a guide for the future, but it is not 
history. All of these theories have some 
current acceptance and for that reason 
are important. But they are mere ex- 
pansive afterthoughts, grafted on the old 
common carrier idea. 

Common Origin Theory. Edward A. 
Adler, in two illuminating articles, shows 
that the term “common” used in our 
earliest common law period describes 


the habitual character of any business 


ness,” 20 Columbia Law Review 438-50, 550-85 (April, 
May, 1920). 


5 Harleigh H. Hartman, Fair Value (New York: 
Houghton Mifflin Co., 1920), ch. 1, pp. 19-20. 





ne 


Hai 
Cay 
(Ja 





ublic 
1 the 
] are 
h an 
com- 
rvice 
gov- 
se of 
te if 
f the 
and 
n of 
$s di- 
7 the 
$ re- 
te.’”> 


dow 
idea 
tiCo- 
tory 
ytec- 
ated 
ions 
igin 
gni- 


1ent 
1ZeS 
the 
non 
em. 
is a 
and 
sed 
not 
yme 
son 


old 


OWS 
our 
bes 
\ess 


pril, 


ork: 








COMMON CARRIER-PUBLIC UTILITY CONCEPT 159 


undertaking.* All businesses which were 
carried on regularly or habitually were 
common. Not until a comparatively 
late date was the term “common”’ used 
as a Classification of certain occupations 
within the business field to which stricter 
duties attached. “The disappearance of 
this conception from our law in the case 
of all ordinary businesses and its reten- 
tion in the case of carriers is to be ex- 
plained,” says Adler, “partly by eco- 
nomic and social changes and partly by 
judicial misinterpretation of the early 
cases.” The change was attributable 
to the economic shift to free trade; the 
misrepresentation was by the courts. 
They were accustomed to treating carri- 
ers differently than other businesses by 
imposing insurers’ liability on them for 
goods carried. They assumed that this 
difference in treatment applied equally 
to all activities of the carriers. Adler 
decries this development and _ believes 
that the law should return to a treat- 
ment of all businesses on a single level 
of commonness. 

Assumpsit Theory. This theory states 
that our present classification of common 
carriers and public utilities developed 
from early legal methods.’ Assumpsit, 
or an action for breach of an agreement, 
is the common source of many of our 
present legal ideas of both contract and 
tort law. In the ordinary case where 
legal redress was sought for an under- 
taking improperly done, an express 
special assumpsit or agreement to per- 
form the task was required, as well as a 
specific pleading of the agreement and 
its breach. On the other hand, in the 
case of common callings no special 
agreement between the parties was 
necessary. The agreement was implied 


6 Edward A. Adler, “Business Jurisprudence,” 28 
Harvard Law Review 135 (December, 1914); ‘Labor, 
Capital and Business at Common Law,” 29 Jbid. 241 
(January, 1916). 


from their relation, or in other words, 
the status of a common calling created a 
“general assumpsit.” Those business 
people who held themselves out to serve 
anyone who should apply were regarded 
as engaged in a common calling. Society 
was so primitive and non-industrial that 
comparatively few occupations fell in 
this class, perhaps not more than con- 
tained in the early recorded cases. With 
the development, however, of industrial 
society, all businesses came to serve the 
general public. The test, accordingly, 
lost its value. On the procedural side 
too the distinction lost its meaning. The 
idea of legally imposed tort liability, 
peculiar to carriers, became merged 
with the new actions of implied assump- 
sit and action on the case which applied 
to all persons. The old classification of 
common carriers survived, however, for 
a combination of three reasons: (1) 
the established legal precedent was te- 
nacious, (2) the importance of common 
carriers and innkeepers made obvious 
their likeness to public officers, and (3) 
the survival of the exceptional liability 
of these classes was advantageous to 
merchants and travelers whom the law 
tended to favor. 

These two theories add to our histori- 
cal picture of the common carrier- 
public utility idea. The one gives us the 
ancient economic background of uniform 
industrial and legal commonness, the 
other an insight into the breakdown of 
this universal commonness. The ex- 
planation, however, of the survival in 
the law of the common concept in the 
case of carriers and innkeepers, we be- 
lieve, is not adequate. 

Legalistic Interpretation. This theory, 
sponsored by Professor Nathan Isaacs, 


7 Charles K. Burdick, “The Origin of the Peculiar 
Duties of Public Service Companies,” 11 Columbia Law 
Review 515-531, 616-638, 743-764 (June, November, 
December, 1911). 
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incorporates and recasts some of the 
ideas expressed in the other theories and 
with a fine sense of legal history evalu- 
ates the classification process.* Adler’s 
idea that the old expression “common” 
meant habitual or regular and applied 
to all businesses is endorsed, but a dif- 
ferent reason is given for its subsequent 
application to only carriers and inn- 
keepers. Early society was largely agri- 
cultural and legal duties arose from 
status. As society became more fluid, 
the law turned to free will (contract) 
and fault (tort) as a basis for legal 
liabilities. The only classes which sur- 
vived this shift were the common car- 
rier and the common innkeeper. The 
reason for this survival carries us back 
again into ancient legal practice. Trades- 
men carried on business in two ways, 
either with a pre-arranged price or 
without express agreement as to price. 
In the first case they had an assumpsit 
remedy at law to enforce the contract 
price; in the second, they had no legal 
remedy and could merely hold the goods 
as hostage for a “‘fair” price. 

The carrier, innkeeper, and smith 
were the three classes which, because of 
transitory relations with their customers 
and because of their methods of serving, 
relied on their lien. They thus retained 
their status as common, rather than 
contractual or special, businesses. Smiths 
finally dropped out of this class because 
of change of travel from horseback to 
stagecoach, and the innkeeper status 
underwent many changes. Modern 
considerations based on monopoly, de- 
pendence of society, and state function- 
ing are regarded as afterthoughts. 

We realize keenly the difficulty of 
definitely solving such a problem but 
we believe that this explanation, center- 


8 Lincoln F. Schaub and Nathan Isaacs, The Law in 
Business Problems (New York: Macmillan Co., 1922), 
pp. 101-104. 


ing on the vagaries of the legal system, 
is the most plausible one. It gives a 
clue to the mystery of a difference with- 
out a reason. It traces the illusive 
common carrier idea through a series of 
legal accidents. One unfamiliar with 
law might expect to find a definite 
thread of reason and growth running 
through judicial and legislative pro- 
nouncements. But such is not the case. 
The legal origin and growth of the com- 
mon carrier-public utility concept is 
shrouded in the uncertainty of a compli- 
cated and largely unrecorded past. 
Judicial methods are not nearly so logi- 
cal, or sociological, as we are sometimes 
led to believe. The drifts of economic 
events, the shifting sands of culture, the 
impress of personalities all play their 
part. Often after the reason for a judicial 
decision has vanished the recorded pre- 
cedent lingers on and compels obedience 
to the past. The history and meaning of 
the common carrier-public utility con- 
cept can be appreciated only by this 
comprehension and feel of legal methods. 


Evolution of the Common Carrier- 
Public Utility Idea 


We shall give a more detailed account 
of the legalistic theory, tracing first the 
legislative development of business regu- 
lation from the early English sources. 
The earliest type of legislative dictation 
sought to foster the customary static 
condition of society by specifying 
methods and duties of work and trading 
appropriate to the individual’s status. 
Guilds, manorial lords, and, to some ex- 
tent, king and Parliament were the ex- 
pressive agencies. This was a period of 
feudal society dominated by agricultural 
pursuits. The rise of towns, trade, and 
the royal prerogative from approxi- 
mately the 15th to the beginning of the 
18th century brought on the period of 
mercantile legislation. This legislation 
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was largely paternalistic and designed to 
promote and guide trade and industry. 
This was the type of legislative policy 
bequeathed in part to the American 
Colonies. At the same time the Man- 
chester school of economics and Adam 
Smith were establishing themselves, and 
from the colonial period to the latter 
part of the 19th century we have a 
general adoption of a laissez faire policy 
toward business, with interference largely 
on a “police power” basis. By the end 
of the 19th century the frontier ex- 
pansion period had run its course and 
industrial and class conflicts came to 
the fore. Legislative regulation was 
seized on as the easiest and speediest 
method of assertion, and railroads and 
their adjuncts were selected as the most 
spectacular and supposedly the most 
recalcitrant subjects. Legislation was 
based in part on the idea of public 
interest—that is, duties owed by the 
individual to the public—and in part on 
conceptions of public function—that is, 
duties owed by the state to the in- 
dividual. Traditional judicial doctrines 
of fairness were revived and administra- 
tive machinery was set up to apply them. 
Legislative regulation of this type 
flourished and rapidly spread into the 
field of local utilities. The beginning of 
the 20th century brought commission 
regulation of carriers and utilities, as we 
now know it, applied to gas, water, 
electricity, and telephone. Recent years 
have introduced the new types of trans- 
portation and intelligence mediums, the 
motor bus and truck, and the radio. 
During this entire period government 
ownership has been in the background. 
It is just now taking on new vitality be- 
cause of distrust of legislative and ad- 
ministrative regulation. 

The history of court action starts with 


the special or categorical courts, such as 
the manorial, merchants, and markets 


courts. Each of these dealt with persons 
in a particular class; its doctrines em- 
phasized the distinction between mem- 
bers of that class and outsiders. The 
king’s court finally caused a breakdown 
of these categorical courts. It applied 
the law with an equal hand to all persons, 
and largely on the basis of the assumpsit 
action swept aside class distinctions and 
status concepts. Only the idea of “‘com- 
monness” as applied to carriers, inn- 
keepers, and smiths survived this level- 
ing process. This survival we have ex- 
plained by custom, their use of the lien 
rather than the individual bargain, and 
their reliance on status and fair price. 
Exceptional doctrines of the law of 
bailments had much to do with holding 
the carrier in this separate category, but 
the carrier’s “common” duties were 
somewhat hazy at the time of our most 
recent legislative period. The concept, 
however, clung on and judicial use of 
analogies brought in successively the 
stagecoach, turnpike, canal, hackman, 
ferry, railroad, baggage transfer, express, 
pullman,® motor carrier, and airplane. 

So long as the courts dealt with car- 
riers or near carriers they experienced 
little embarrassment in extending the 
traditional principles to new types of 
facilities by mere comparison. They 
could, as Professor Cabot has said, 
“separate the sheep from the goats by 
comparing the animal before them with 
the model historical goat.” But when 
they began to extend “common” duties 
to the new industries which constitute 
our present class of public utilities they 
got into deep water. They claimed to be 
carrying on tradition; as a matter of 
fact they were making new law. The 
type of service rendered by these in- 
dustries was something new under the 
sun. But the pressure of ideas concerning 





9 The sleeping car company came in as a composite 
of the innkeeper and common carrier. 
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public interest and public function 
were forced on the courts and they 
acquiesced. They salved their legal 
consciences by alleging that local utili- 
ties, like common carriers, had a certain 
“publicness” about them. They pointed 
to the exercise of powers of eminent 
domain, use of public property, holding 
of franchises sometimes for exclusive 
performance, and use of state funds and 
credit. They declared that “‘publicness” 
was “commonness” and that the tra- 
ditional obligations of common carriers 
therefore attached. The lapse in reason, 
of course, is that “common” and “‘pub- 
lic” refer to legal ideas entirely different 
from their original connotations. Be 
that as it may, water, gas, electric, 
telegraph and telephone companies were 
brought within the fold and a host of 
other minor enterprises dangled along. 
The second phase of judicial review 
of legislation further embarrassed the 
courts. It was all very well to say that the 
courts themselves would not of their own 
volition extend the traditional duties toa 
new type of industry, but quite another 
thing to say that the legislature could 
not make such an extension. However, 
the courts were not willing to give the 
legislatures a free hand in this matter. 
They beat about for a yardstick of their 
veto power. The old common carrier 
classification was, of course, a good 
standby, but the legislatures went far 
beyond it into foreign fields. All the 
courts could do was seize upon the new 
ideas of public interest and public func- 
tion. These ideas they furtively ap- 
plied as common law principles. They 
were really adopting stepchildren of 
traditional commonness, or else no kin 
at all, but rather out and out legislative 
innovations. Theoretically, legislature 
and judiciary met on common ground, 
but the inevitable has happened. Fre- 
quent conflicts arise and the courts call a 
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halt. Results do not conform to theory 
or to facts, and the present group of 
common carriers and public utilities is 
merely a list of those industries which 
the courts have decided are common 
carriers and public utilities. 


Testing the Concept in the Light of 
Present Facts 


So much for the history of the common 
carrier-public utility idea. What of the 
present; does the concept describe 
present political, social, or economic 
facts? We believe not. It is the same 
old creature of the law. 

Political Considerations. First we ask 
if the carriers and utilities are different 
from other industries because of their 
relation to the world of politics. ‘The 
common carrier-public utility idea is, of 
course, used by courts to determine 
what industries may be strictly regulated 
by legislation. The idea is a red light 
for speedy legislators, but once the court 
gives the go sign, legislatures may speed 
ahead unhampered on their road to a 
regulated paradise. The stop-and-go 
signal is, however, automatic, and so is 
the common carrier-public utility idea 
as applied by courts. It stops and starts 
the traffic, but it does not tell us the 
road. 

If the idea has a political value, it 
must tell us how to act. It must advise 
us to intervene or to keep government 
hands off a business, and it must tell us 
what kind of government action we 
should use. We have, of course, at our 
disposal the legislatures, courts, com- 
missions, and state operation and owner- 
ship. Legislatures and courts deal no 
differently with problems of carriers 
and utilities than with those of other in- 
dustries. They are our great democratic 
knight errants. They battle every wind- 
mill with vigor and deadly weapon. Rail- 
roads and steel, electricity and cash reg- 
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isters fall equally before this onslaught. 

We often suppose that many adminis- 
trative commissions have struck up an 
exclusive alliance with carriers and utili- 
ties. This is merely because we see them 
together so much in public. Commis- 
sions are really of the man-about-town 
type, with many loves and several lives. 
In their first role they act as fact finders 
for legislatures and guides of public 
opinion. They have been particularly 
interested in carriers and utilities, but 
they have by no means restricted their 
attention. They even act as business 
advisors, as do the departments of the 
Federal Government. But they lend 
this aid to all industries. In their second 
role commissions act as a combination of 
policemen and assistant legislators. They 
enforce statutes and apply general rules 
of conduct to individual cases. They 
have watched and scolded carriers and 
utilities considerably, but other indus- 
tries have come in for an equal share. 

When governments become truly am- 
bitious, they leave behind mere regula- 
tion and become managers of the busi- 
nesses. They may see fit to allow private 
managers to continue, but under their 
direction. For example, railroads may 
eventually be made to consolidate under 
government-devised plans. As a further 
step, government may go to the length 
of directly operating the enterprise. The 
arrangement between the Boston Ele- 
vated system and the City is typical of 
such a method. Here the Company is 
privately owned, but managed and 
financially supported by the public. 
Government management, however, is 
generally coupled with government own- 
ership. 

We believe that the government has 
in many instances been a real aid to in- 
dustry in working out management 
problems. Often it alone has been able 
to solve a difficulty; industry itself was 
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too short-sighted or too confused by the 
competitive habit. An instance in point 


‘is the granting of rebates and promiscu- 


ous free passes, a practice which was 
frowned on by many railroad executives 
but was continued, because of their 
inability to prevent it, until the govern- 
ment stepped in. 

Such government aids to management, 
however, have not been limited to car- 
riers and utilities. Similar regulation has 
crept into most industries. What else 
than dictation to managers is our 
bumper crop of legislation prescribing 
standards of products and conditions of 
work? The baker is told how heavy his 
loaf of bread must be, the builder is told 
how and where to build his house, the 
manufacturer is told how to equip his 
factory. These might be labeled as 
“police regulations.” But they never- 
theless deal with the stuff of manage- 
ment. True it is that government has 
perhaps gone further in dealing with 
carriers and utilities than with most in- 
dustries but this is to be expected with 
the bars to legal interference so long let 
down. 

We are not here concerned with the 
question whether governments should 
operate carriers and utilities. Govern- 
ment operation may very well be an 
efficient and desirable way of managing 
some companies. For example, it might 
be the best way to keep alive a necessary 
but profitless business, such as street 
railways in some instances. But it is far- 
fetched to say that carriers and utilities 
are in their very nature governmental 
when in fact they are generally privately 
operated. A basis for argument is not 
that they are governmental by nature, 
but that they shou/d be operated by the 
government because of some benefit de- 
rived. The industries cannot be dogmat- 
ically classified on the basis of govern- 
mental operation. 
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The same reasoning destroys any pre- 
sumption that carriers and utilities may 
be classified on the basis of government 
ownership. They are now recognized 
fields in which government can place its 
capital without violating constitutional 
doctrines requiring the use of public 
funds for public purposes. But this 
proves nothing; government money 
may equally be placed in a myriad of 
enterprises which we do not classify as 
common or public. The two uses of the 
word “public” are entirely different; 
the possibility of using public funds 
for an industry is not the basis of our 
common carrier-public utility classifica- 
tion. The same is true of the desirability 
of using public funds in any industry. 
Governments are every day going into or 
staying out of ventures for all sorts of 
reasons. They are handling mail, but 
not operating mail planes; they are 
making parks, but not movie houses. 
The reason or desirability for their act- 
ing has nothing to do with our present 
classification of businesses. 

Economic and Social Considerations. 
Is the concept an economic and socio- 
logical one? Public utilities are said to 
represent a distinct category from private 
industry because of the following charac- 
teristics: monopoly in production and 
distribution, social dependence on serv- 
ice, size of units, peculiarities of produc- 
tion and distribution methods, social 
desirability of services, and social de- 
sirability of distributing benefits of 
services. Our belief is that neither one 
nor any combination of these factors is 
sufficient basis for segregating carrier 
and utility operation from other in- 
dustrial enterprises. 

1. Monopoly in Production and Distri- 
bution. A prevalent conception held 
by the theorist, as well as the layman, is 
that carriers and utilities are character- 
ized and classified on a monopolistic 


basis. We believe these industries have 
a fair measure of monopolistic market 
control, but we doubt the efficacy of 
such a classification. 


Monopoly control of these companies 
is far from unrestricted; it is not uni- 
versally applied to their operation; and 
monopoly characteristics differ but little 
in these industries from many others not 
classified as carriers or utilities. Monop- 
oly control of markets is approximated 
only in the strictly domestic and local- 
ized phases of carrier and utility opera- 
tions. Outside of this field, and to some 
extent within it, the competition of sub- 
stitute services restricts the possible 
service and price control of these com- 
panies. There is a possibility of direct 
competition by similar government or 
private enterprises. Besides, the extent 
and duration of such control is uni- 
versally limited in the grant of privilege 
to operate. 

In the second place, government 
policy has not committed itself to the 
complete approving of the monopoly 
principle, as is attested by the promo- 
tion of service competition among rail- 
roads, the application of anti-trust laws 
to carriers and utilities, the require- 
ment of approval of mergers and con- 
solidations among them, and the failure 
to limit rate competition between vari- 
ous types, such as railroad, motor bus, 
and airplane. Without governmental 
sanction, monopoly cannot appropri- 
ately classify these industries for regu- 
latory purposes. 

Our principal objection to this view, 
however, is that whatever monopoly 
characteristics do adhere to carriers and 
utilities, like characteristics may be 
found in other industrial organizations 
which we classify as private. Either be- 
cause of economic tendency, or because 
of man-made organization, we have 
many enterprises and institutions which 
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are on equal terms with carriers and 
utilities in the control of their market. 
Urban real estate, stock exchanges, 
patented articles, steel production, to- 
bacco fabrication and distribution, mov- 
ing picture production, ice distribution 
are a few of the many obvious examples 
of industries classed as private, yet of a 
monopolistic character. 

Further we might ask what has be- 
come of the monopoly control of inter- 
urban and street railways? Do they 
cease to be common carriers when they 
lose their control? These questions 
clearly suggest that the economic picture 
is far more clouded than the blue sky 
monopoly theory of classification would 
imply. Monopoly is undoubtedly the 
political battle cry, the industrial hope, 
and the emotional exciter, but it is not 
an intelligent basis for classification. 

2. Social Dependence on Service. Car- 
rier and utility services are often labeled 
basic and indispensable and for this 
reason distinguishable from private busi- 
nesses. Obviously this has not been the 
test in the past. Enterprises dealing 
with the most basic of our needs— 
namely, the supply of food, clothing, 
and shelter—are not considered common 
or public. We believe, also, that it can- 
not be the test for the future. Our 
industrial structure is closely knit and 
interdependent. Are public motor busses 
more indispensable than private motor 
cars? Is public radio broadcasting more 
indispensable than the movies? Answers 
are a fool’s errand. 

3. Size of Units. The size of carrier 
and utility industrial units, i. e., the 
hugeness of their capital aggregates, is 
often referred to, but this is no basis for 
classification. The size of carriers and 


utilities, either individually or col- 
lectively, is not peculiar. Some are small 
and some large, and the largest ones do 
not outrank or even equal the largest 


industrials in size or _profitableness. 
Besides, the size of the unit or capital 
aggregate has nothing to do with its 
“‘publicness.” It affects the operating 
needs and methods, and the investment 
requirements of industries; it has noth- 
ing to do with the distinction between 
public and private industries. 

4. Peculiarities of Production and Dis- 
tribution. Carriers and utilities are 
thought of as large-scale and standard- 
ized industries. This, however, is the 
trait we point to with pride in a large 
part of our business world. This is our 
claim to progress and efficiency. Further- 
more, the industries within the carrier 
and utility groups are not alike. The 
family differences are.quite as striking 
as the resemblances. Engineering, oper- 
ating, production, or distribution 
methods differ widely between indus- 
tries within the groups, and often a 
closer relationship in production and 
distribution methods exists between a 
particular carrier or utility and a par- 
ticular private enterprise than between 
various members of the carrier and 
utility class. For example, the relation- 
ship between radio broadcasting and 
the moving picture industry is obvi- 
ously closer than that between the 
radio and the gas industries. 

5. Social Desirability of Services. The 
application by courts of the phrase 
“clothed with a public interest” to a 
public utility or common carrier has 
sometimes led to the assumption that 
these industries are endowed with a 
peculiar and exclusive public interest. 
But the courts do not do such a thorough 
job. They say that this animal before us 
is a goat, but they do not pick all the 
goats from the sheep. They do not put 
all industries of major importance in the 
public utility-common carrier group. 
The baking or the clothing industries 
cannot be said to be of less public im- 
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portance than the motor bus industry, 
and yet the latter is included and the 
former excluded. It cannot be main- 
tained even that utility services as a 
general class are of more public impor- 
tance than other industrial, mining, or 
agricultural enterprises. Besides, the 
legal classification of public utilities in- 
cludes some industries which cannot be 
ranked in importance with many non- 
utility enterprises. Radio broadcasting 
and airplane and motor bus transporta- 
tion are examples of utility industries 
which, from the social point of view, 
probably approach the less necessary, 
rather than superlatively important, 
class. 

The difficulty of using the phrase as a 
true social classification is that within 
the legal class of public utilities no 
uniformity exists in the social importance 
of the various industries. This is true 
from whatever view they be regarded. 
We have no definite notion of what 
constitutes our public interest. And, if 
we did, we could scarcely hope to rank 
industries according to their efficacy 
in promoting it without throwing open a 
vast field of social planning for which 
neither our courts nor legislatures are 
prepared. Our economic and _ social 
scheme is too complex and composed of 
too many interdependent parts to give 
this classification any real economic or 
sociological importance. Social planning, 
such as could form the basis of an 
economic or social classification, would 
undoubtedly cut across and alter the 
present legalistic class of public utili- 
ties. In our present heterogeneous 
economy the industries falling within 
the legal class of public utilities cannot 
be said to constitute a group distinct in 
public interest. 

As a matter of fact, we have no 
criterion of public interest in the in- 
dustrial, economic, or social fields. Some 


cry for industrial progress and expan- 
sion, others for industrial integration and 
rational distribution. Assuming that 
industrial progress is of major im- 
portance, we still have difficulty in con. 
cluding that utility and carrier services 
require an extreme expansion program 
distinct from other industries. Nor are 
we certain that the industries now 
classified as public utilities differ so 
radically from many other industries as 
to warrant separate treatment in planned 
integration and distribution policy. For 
these reasons we believe that public 
utilities cannot be placed in a separate 
economic or sociological class because 
of any peculiar desirability of their 
services. 

6. Allocation of Benefits and Profits of 
Services. It is often said and generally 
assumed that carrier and utility in- 
dustries are distinguished from other 
industries in that the profits of capital 
owners in the utility field must be limited 
and a resulting benefit conferred on 
consumers. This thought goes deeper 
than the traditional doctrine of reason- 
able rates. It is bound up with concep- 
tions of service-at-cost, social acquisi- 
tion of increments, and non-profit gov- 
ernmental functioning. It assumes that 
carriers and utilities are by dispensation 
carrying on an inherently governmental 
operation and the conclusion is that they 
must function as nearly as possible like 
governments. 

The question as to the desirability of 
governmental operation is beside the 
point. We wish to emphasize again the 
illusory and fictitious nature of the view 
that operation of carriers and utilities 
necessarily adheres to the state. There 
is no test of what activities are govern- 
mental and what private. Theories and 
actualities range all the way from an- 
archism to state socialism. We live in 
an opportunist economy of mingled 
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capitalism, socialism, individualism, and 
collectivism. We cannot avow with 
force that certain industrial activities, 
even though not carried on by the gov- 
ernment, are of a governmental nature 
and must be conducted as though they 
were operated by the state. Such a clas- 
sification is arbitrary. 

Why should public utilities be singled 
out from the industrial world as the 
single subject for extreme control of 
profits? The profits and losses of enter- 
prisers and investors are not essentially 
different in the utility field from many 
others. If the diversion of gains in the 
case of public utilities is socially de- 
sirable, it is equally desirable in the 
case of many other industries where 
actual or potential profits are at least 
equally as great and secure. We can 
conceive of a planned economy wherein 
wealth would be more nearly equalized 
than it now is, but we fail to see why in 
our present, heterogeneous, industrial 
set-up utilities should be selected as the 
only industries on which the burden 
of socialization through profit control 
should fall. Profit control is a doctrine 
cutting across the entire industrial field 
or it is nothing. 


The Future of Industrial Control 


We call our view of the common 
carrier-public utility concept legal be- 
cause it recognizes that the distinction 
between public and private industries 
sprang up through legal accident and 
now stands as an arbitrary legal heritage. 
We describe it as industrial because it 
states that commonness originally meant 
the industrial fact of general dealing and 
that the present classification has no in- 
dustrial significance. The web of in- 


dustry is broad and seamless. Solutions 
of its problems must rise above the nar- 
row preconceptions of public, as con- 
trasted with private, businesses. 


The statement is made that such a 
disjointed and disillusioning explana- 
tion of the common carrier-public utility 
concept will result in a stalemating of 
possible progress along the paths of in- 
dustrial regulation. It is contended that 
fictions, such as the monopoly, public 
interest, or public function theories, 
allow for growth and adjustments. Our 
only answer is that expansion in such 
case likely will be along unintelligent 
paths and progress will be distorted. The 
rapid tempo of our industrial life and the 
broad shifts in our world economy make 
more intelligent policies imperative. 

Limitation of the usefulness and mean- 
ing of the common carrier-public utility 
concept by the legalistic explanation 
may be ‘admitted. The burden of the doc- 
trine, however, is not one of frustration, 
but of hope and intelligence. Hope bids 
us try to work out this problem by a 
clear analysis of social, economic, and 
business conditions, and by a combina- 
tion of legislative, judicial, administra- 
tive, and intra-industrial means. In- 
telligence tells us of the possibility of 
analytic diagnosis when thought is 
unencumbered by outworn stereotypes. 

We must approach the future with a 
frank admission that our present com- 
mon carrier-public utility concept is not 
based on an adequate classification of 
economic, industrial, political, or social 
facts, and that it hascome to us by way of 
a wavering haphazard growth. We must 
recognize that common carriers and pub- 
lic utilities are a part of our great web of 
industrial activity and that their regula- 
tion is merely one phase of a necessary 
broad economic plan. We must cease 
lumping together the diverse industries 
now classed as common and public. We 
cannot group them without some sound 
reason other than mere tradition. Even- 
tually we shall be forced to scrap the 
common carrier-public utility idea; the 
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problems of industrial control will be- 
come too complicated for such an ar- 
bitrary approach. 

The law, however, is a matter of slow 
growth. Its traditional organs operate 
at varying speed and create frequent 
internal conflicts. The future probably 
holds in store a gradual widening 
through legal means of the irrational 
common carrier-public utility concept. 
But the process is unimaginative. There 
is grave doubt that present legal and 
administrative mechanisms are effective 
tools of control. Much must be done to 
improve them, but the inadequacy of 
plan and lack of directive growth be- 
clouds their future use. Neither legis- 
lature, court, nor commission has made, 
nor probably can make, singly or col- 
lectively, the needed adjustments in 
our complicated and discursive system. 
We must look about for new adapta- 
tions and new social controls in industry 
itself. Along with such changes we 
should seek a development and shift in 
industrial ideals, and a more introspec- 
tive attitude on the part of industries. 

Intelligent adjustment of common 
carrier and public utility activity stands 
out from the broad industrial field as 
one of the most obvious of our present 
problems. The very existence of tra- 


ditional, separate classifications and 
specialized, legal treatment makes the 


issue apparent and the need of adjust- 
ment urgent. We are commonly pre- 
sented with the alternatives of develop- 
ing governmental regulation, or of turn- 
ing to governmental ownership and 
operation. A less apparent but probably 
more effective advance is through intra- 
industrial machinery of control. The 
field of industrial self-regulation is a 
new one, and is rapidly gaining im- 
portance as productive machinery be- 
comes progressively more highly de- 
veloped and unwieldy and as integra- 
tion and intelligent distribution come 
to the fore. 

We believe that the hope for the in- 
dustrial future lies in experimentation 
with new forms of intra-industrial con- 
trol mechanisms, particularly as applied 
to the common carrier and_ public 
utility fields. We have at present rough 
models of what might be constructed in 
such machinery as industrial negotia- 
tion and arbitration, industrial dictator- 
ships, industrial associations and syndi- 
calistic groups, and especially industrial 
planning internally, cooperatively, and 
through governmental agencies. 

Such developments are implied in the 
legal-industrial view of the common 
carrier-public utility concept. Such are 
the possible results of a thorough-going 
analysis and renovation of stereotyped 
ideas in the public utility field. 
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An Inventory of Housing in a Suburban City 
By ALBERT G. HINMAN 


HE growing dominance of the ur- 

ban community in our social and 

economic structure has brought 
forth a number of recent attempts to 
turn the searchlight of investigation on 
city problems. No problem, perhaps, 
has received more attention than that of 
housing, particularly the trend toward 
multi-family living. Some feel that this 
trend is but a natural accompaniment of 
the growth of cities and a not unde- 
sirable solution of the urban housing 
problem. Others feel that it is to be de- 
plored because of the crowded living con- 
dition which it creates. 

While this trend is evident in all cities, 
it is most marked in our large cities, and 
such cities are usually thought of when 
crowded living conditions are discussed. 
Frequently, however, in such discussions 
the hope is expressed fora possible solu- 
tion through what has been called the 
“suburban movement.” 


“Accompanying the movement toward the 
decentralization of industries, there is what 
may be called the suburban movement. Part 
of this movement is caused by the outward 
movement of certain industries. Once these 
industries have re-established themselves, 
workmen move out from their old homes in 
the city to be near their new places of work. 
They find better living conditions than in the 
congested districts of the city, while they are 
not deprived of the enjoyments of city life 
because the factor of improved transporta- 
tion enables them to go into the city in a 
short time and at small cost .. . 

“Improved transportation has also made 
it possible for those employed commercially 
in the city to live at some distance from their 





1 Herbert B. Dorau and Albert G. Hinman, Urban 
Land Economics (New York: Macmillan Co., 1928), 
p. 548. 

2 All data are classified by 31 census districts within 
the City, making possible a detailed cross section. The 


places of work. They can live outside of the 
large city in which they work, thereby en- 
joying the advantages of lower land values 
and less crowded conditions. .. . 


These statements imply a movement 
from multi-family dwellings in the large 
city to more spacious dwellings in the 
suburbs. Yet one may wonder whether 
this implication is strictly true after 
noting the number of apartment build- 
ings in suburban cities. It raises a ques- 
tion as to whether housing conditions 
are so vastly different in suburban cities 
from those in central large cities; whether 
the trend toward multi-family !iving is 
much less evident in suburban cities. 
Hence, when the opportunity was pre- 
sented to make a case study of the situa- 
tion in Evanston, Illinois, a suburban 
city of the residential type, the Institute 
for Economic Research undertook the 
task with interest. 

Economic studies of urban develop- 
ment ordinarily are confined to quanti- 
tative analyses of population growth. 
This study, however, is of much broader 
scope. It includes not only a quanti- 
tative analysis of population growth, but 
also a qualitative analysis of the char- 
acter of the population and its distribu- 
tion and movement within the City. To 
these are added also, analyses of the pro- 
visions for housing in residential con- 
struction and in zoning. It presents, 
thus, a more complete picture of the situ- 
ation than is usually given. This article 
will be but a brief inventory of the major 
facts brought out in the larger study.’ 


chief sources of data, however, have been described here, 
and they may provide helpful suggestions for similar 
studies in other cities. All those wishing more informa- 
tion as to the complete study may write to the Institute 
for Economic Research. 
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Sources of Data 


The opportunity to make the study 
came when permission was given to the 
Institute for Economic Research to use 
data obtained by the United Religious 
Survey of Evanston. This survey was 
carried out under the auspices of the 
churches of the City and under the im- 
mediate direction of Professor A. Z. 
Mann of Garrett Biblical Institute. The 
information was gathered in the spring of 
1930 through a house-to-house canvass 
of the entire City by students in Pro- 
fessor Mann’s seminar. 

Although the information in the 
United Religious Survey was gathered 
primarily for the use of the churches, the 
people canvassed were asked many ques- 
tions the answers to which shed light 
upon the housing situation in Evanston. 
In addition to questions appertaining di- 
rectly to religion, information was re- 
quested as to size of family, number and 
ages of children, nationality and occupa- 
tion of the head of the family, the num- 
ber of years the family had lived in the 
City andat its present address, whence it 
had come to Evanston and to its present 
address, and the type of dwelling occu- 
pied. 

A total of 18,540 families were called 
upon, of which some information at least 
was secured from 12,001. The person in- 
terviewed refused to give any informa- 
tion in 970 cases, and no one was found 
at home in three calls by the canvasser in 
5,569 cases. In the 12,001 interviews 
some gave answers to all questions 
asked, others to only part of them. This 
will explain the differences in the sizes of 
samples in analyses to be discussed later. 

It is felt that the United Religious 
Survey data include samples of sufficient 
size to be used in characterizing the en- 
tire population. The information is also 
considered quite accurate, having been 
gathered by seminar students whose in- 


terest in the survey far exceeded the 
small pecuniary remuneration which 
they received. 

To augment the information secured 
through the United Religious Survey, a 
special preliminary report of Evanston’s 
1930 population was obtained from the 
Chicago office of the United States Cen- 
sus Bureau, and analyses were made of 
apartment construction on the basis of 
building permits issued, of zoning pro- 
visions and the extent of their use, and 
of the movement of families within 
Evanston between December 1, 1929 
and December 1, 1930. Finally, a spe- 
cial study was made of 96 apartment 
buildings on the basis of data taken di- 
rectly from the books of two large real 
estate concerns. More detailed explana- 
tions of these sources and of the methods 
used in analyzing the data secured from 
them are given subsequently in this 
article. 


Characteristics of the Population 


Evanston is located immediately north 
of Chicago, Howard Street being the di- 
viding line between the two cities. It 
has a population of 62,882, according to 
the 1930 preliminary report of the United 
States Census Bureau, having grown 
rapidly, particularly in the last 10 years.’ 
Its population increased 29.7% between 
1900 and Ig10, 41.9% between 1910 and 
1920, and 68.8% between 1920 and 1930. 
It should be noted that even with grow- 
ing base figures the rate of growth be- 
tween IgIo and 1920 was 19.4% larger 
than in the previous decade and 19.7% 
largely between 1920 and 1930 than be- 
tween I910 and 1920. Whether Evans- 
ton could have maintained its rate of 
growth without the provision of apart- 
ment facilities is a question. However, 


that apartments have been taken up 


3 Later reports in newspapers state that the final 
official 1930 population of Evanston may be 63,339. 
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largely by newcomers to the City is evi- 
denced by data from the United Re- 
ligious Survey which show that 80% of 
the families in apartments have lived in 
Evanston Io years or less, compared with 
55% and 51% for those in two-family and 
single-family dwellings respectively. 

While a considerable portion of Evans- 
ton’s population is employed in Chicago, 
not many more families have come from 
Chicago to live in Evanston than have 
come from towns and cities not in the 
immediate vicinity of Chicago. Of a 
sample of 3,890 families who stated to 
the canvasser in the church survey, that 
they had come to their present residence 
in Evanston from other towns or cities, 
47% came from Chicago, 7% from towns 
a short distance north of Evanston, and 
46% from places not in the immediate 
vicinity of Evanston. Thus less than half 
of these families represent the suburban 
movement from Chicago. Of interest 
also is the large number of families from 
Chicago who have almost literally moved 
“just across the street” from Chicago 
into the extreme south end of Evanston. 

That Evanston’s population possesses 
a rather high degree of literacy and also 
of purchasing power may be inferred 
from its occupation and nationality dis- 
tribution. A sample of 9,039 heads of 
families answered the question as to 
occupation during the church survey, 
and they are distributed as follows: 


NE 565, senna seen 15% 
Commercial, executive or pro- 
eae re rere 12% 
Other commercial. .............. 34% 
re 24% 
Unskilled workers............... 9% 
re 4% 
0 Ee ene Acre pee 2% 


It is readily apparent what a small per- 
centage is engaged in work requiring no 


4Of the rather small number of foreign-born, 23% 
are German, 19% Swedish, 15% Polish, 12% English, 


skill and how many are engaged in occu- 
pations requiring a rather high degree of 
intelligence and training. 

Information on nationality and racial 
characteristics was secured from a some- 
what larger sample. Of the heads of 
10,589 families, 80% were native born 
white, 9% colored, and 11% foreign- 
born. The tendency of the negro and 
so-called foreign-born families to con- 
centrate in certain sections of the City 
was noticeable, 78% of the colored fam- 
ilies living in one small section about 
eight blocks in diameter on the western 
edge of the City, and 40% of the foreign- 
born living immediately adjacent to the 
negroes in an equally small section. The 
Polish families reveal the greatest tend- 
ency to concentrate, as 9 /10 of them live 
in this one “‘foreign’’ section. 


The Housing Situation 


Of the total number of families inter- 
viewed during the United Religious Sur- 
vey, 46% lived in single-family dwellings, 
16% in two-family dwellings, and 38% 
in apartments.’ That the proportion 
living in apartments is increasing, how- 
ever, is indicated by the fact that of the 
families who had lived in Evanston only 
one year or less, 65% lived in apartments, 
while 12% lived in two-family dwellings 
and 23% in single-family dwellings. 

Of course, the proportions of families 
living in different types of dwellings are 
affected not only by movements into the 
City, but also by movements from dwell- 
ing to dwelling within the City. Hence 
an analysis was made of all changes of 
address in Evanston between December 
I,1929 and December 1,1930. This was 
an independent analysis, having no con- 
nection with the United Religious Sur- 
vey. The changes of address were taken 


4% Norwegian, 4% southern European, 2% French, 
and 21% in a miscellaneous classification. 

5 Families living in hotels were not included in the 
survey. 
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from the Post Office records, and each 
name checked carefully with the tele- 
phone directory to eliminate roomers’ 
and business moves; each move is a 
family move. The addresses given with 
each name were then identified either as 
dwellings, a classification which includes 
both single-family and two-family houses, 
or as apartment buildings containing 
three or more apartments. The latter 
were identified by building permits. 

This analysis revealed a total of 937 
moves, 42% from dwellings and 58% 
from apartments. In other words, “‘rest- 
lessness” was greater among those living 
in apartments than among those living 
in single- and two-family dwellings. 
This is more definitely indicated by the 
use of what may be called a “factor of 
restlessness,” which is the ratio of moves 
to the number of families living in each 
type of dwelling according to the United 
Religious Survey. The ratio of moves 
from single-family and two-family houses 
(397) to families living in such dwellings 
(7,338) at the date of the survey was 
5.4% and the corresponding ratio of 
moves of apartment dwellers (540) to 
families living in apartments was 11.7%. 
This appears to support the often-men- 
tioned transient character of apart- 
ment dwellers. 

Further analysis of these moves 
showed that 56% of those from dwelling to 
dwelling and 25% of those from dwelling 
to apartment were short ones of Io 
blocks or less, while 65% of the moves 
from apartment to apartment and 35% 
of the moves from apartment to dwelling 
were of this distance. Thus, whereas 
apartment residents showed a greater 
propensity to move around, they moved 
shorter distances on the average than 
did those living in dwellings. 

6 Coleman Woodbury, ‘““The Trend of Multi-Family 
Housing in Cities in the United States,” 6 Yournal of 
Land & Public Utility Economics 233-234 (August, 
1930). 


Finally, this analysis revealed (Table I) 
that the greatest proportion of moves 
from either type of housing was to an- 
other accommodation of the same type. 
While a greater number of families 
moved from apartments to the other 
types of dwellings than from such dwell- 
ings to apartments, yet the difference 
between the ratio of these moves to 
total moves in each case was not large. 
Hence, proportionally, but little more 


DistriBuTION OF 937 Moves WITHIN 
Evanston, DECEMBER I, 1929 TO 
DECEMBER I, 1930. 


TaB_e I. 

















oO To To 

From Dwellings | Apartments} Hotels 
Dwellings. .... 1% 24% 5% 
Apartments... 29% 66% 5% 





inclination was evidenced to move from 
apartments to single- and two-family 
dwellings than from such dwellings to 
apartments. This does not bear out the 
contention sometimes made that the 
apartment is a stepping-stone to home 
ownership. 


Residential Building Construction 


Table II shows clearly the propor- 
tional increase in the construction of 
dwelling units in apartments in Evans- 
ton since 1920. This increase was much 
greater than the average increase in 
suburban cities and in cities of similar 
size and rate of growth as Evanston. 
Comparison of the proportion of apart- 
ment construction in 1921 with that in 
1928 shows the average increase in sub- 
urban cities as a whole to have been 
32.65% and in cities in the same size and 
rate of growth groups as Evanston, 
26.74%°. In Evanston the increase in 
apartment construction in this period 
was 55%. This indicates that Evanston 
has probably become more highly apart- 
mentalized than other similar cities and, 
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hence, is particularly interesting to 
study from the point of view of housing. 
Apartment and two-family dwelling 
construction in Evanston also shows 
much wider ranges of fluctuation than 
single-family dwelling construction (Ta- 
ble II). If we consider this with the fact 
that, according to the Post Office 
vacancy survey of June 24, 1930, 9.35% 
of the apartments, including two-family 
dwellings, were vacant and 1.89% of the 
single-family dwellings, then the con- 
struction of single-family dwellings would 
appear to be more closely adjusted to 
demand than that of two-family dwell- 
ings and apartments. 

















Taste I]. Bvuitpinc Permirs IssuED ror New 
Dwe une Units 1x Evanston, 1921 -1928* 
| 
| Single-Family| Two-Family 
Residences Residences Aparenente 
Year Total |Num-! Per- | Num-| Per- | Num-| Per- 
ber | cent- | ber | cent- | ber | cent- 
age | age age 
pC rere 415| 307 74 24 6 84| 20 
EQGO s.a:0.6:5 832| 304 37 52 6 476| 57 
1923.....| 1,151] 374 32 56 5 721; 63 
1924.....| 1,146} 274 24 ons eax 872) 76 
1925..... 1,344| 360 27 116 8 868) 65 
1926.....| 1,271] 326 26 118 9 827) 65 
i Seer 1,423}; 322 23 98 Fi 1,003} 70 
1928..... 945; 196 21 35 4 714| 75 
1929..... 386) 121 31 10 3s 255| 66 
Total... 8,913|2,584 29 509 6 5,820] 65 























*Reported by the United States Bureau of Labor Statistics 


In order to analyze apartment con- 
struction in Evanston over a longer 
period of time and since the Bureau of 
Labor construction statistics published 
previous to 1920 are not comparable 
with those published since then, a study 
was made of building permits issued in 
Evanston from 1893, when the first one 
was recorded, through 1929. Permits 
for 438 apartment buildings three or 
more stories in height, containing 7,200 
dwelling units, were issued during this 
period and the buildings were actually 
erected. If we allow, as the building 
commissioner said was approximately 


7 The large apartment building is also a recent de- 
velopment in Evanston. Of the buildings containing 
more than 12 apartments, 80% have been constructed 


the case, an average lag of one year 
between the time the permit is issued 
and the time the building is completed 
and ready for occupancy, the completed 
construction period is 1894-1930. The 
7,200 apartment units were placed on 
the market in periods as follows: 


CN 4 i A 60 
II bs 00 6s rademenenen 304 
«649-45 seen eeeeeess 1,070 
EP eer ae 5,766 


The fact that 80% of the 7,200 apart- 
ment units have been placed on the 
market since 1920 indicates that apart- 
ment living in Evanston is in the main a 
development of the last Io years.’ 

The maps accompanying this article 
show the locations of the apartment 
buildings for which permits have been 
issued. The rapid transit lines and sta- 
tions of the elevated railway and the 
Chicago and Northwestern Railway are 
also shown. A glance is sufficient to 
show the important part which rapid 
transportation to Chicago has played in 
the location of apartment buildings. 
Most of them are built along the lines of 
rapid transit and in clusters about the 
stations (Map I). 


A Special Study of 96 Buildings 


A special study of 96 apartment build- 
ings of different ages and sizes and lo- 
cated in different sections of the City 
yielded a number of other interesting 
facts, among them evidence of a con- 
siderable variation in the size of apart- 
ment units. In the aggregate, these 96 
buildings contain 1, 497 apartment units, 
of which 4% have two rooms, 15% three 
rooms, 35% four rooms, 29% five rooms, 
13% six rooms, and 4% seven rooms. 
Thus almost % of the apartment units 
contain four and five rooms. 
since 1920. Only two buildings containing more than 
30 apartments were constructed before 1920, and all 


buildings containing more than 40 apartments have 
been constructed since 1922. 
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MAP I 


APARTMENT BUILDINGS, THREE STORIES AND HIGHER, IN EVANSTON, 1920 AND 1930 





1920 





ORAPID TRANSIT STATIONS 
@ APARTMENT BUILDINGS 


DISTRICTS 
1, NORTHWEST 
2. NORTHEAST (VICINITY 
NORTHWESTERN UNIV.) 
3. CENTRAL (BUSINESS 
DISTRICT) 
4, SOUTHWEST 
5. SOUTHEAST 





















































Also a steady decline in the average 
size of the apartment unit may be noted 
from 5.3 rooms in buildings constructed 
before 1910 to 3.3 rooms in those con- 
structed since 1924. These figures were 
ascertained by calculating the average 
number of rooms per apartment in the 
96 buildings and noting the period in 
which each building was constructed.® 

One wonders if the possibility of ob- 
taining higher rentals per room has been 
an inducement for the construction of 
small apartment units. This may have 
been assumed, but the facts do not 
appear to bear out the assumption. In 
33 of the buildings erected since 1920 the 
average size of apartment units ranges 
from 2.3 to 4.5 rooms and the average 
rental per room is $21.15. In 22 buildings 
erected in the same period containing 
apartment units ranging in size from 4.6 
to 7 rooms, the average rental per room 
is $24.45. Since age of the building 


8 This size distribution of apartment units in Evans- 
ton is similar to that in Chicago as is also the trend to- 
ward smaller units. Of 293,045 apartment units con- 
structed in Chicago in the period 1913-1928, 6% have 
one room, 12% two rooms, 14% three rooms, 29% four 
rooms, 24% five rooms, and 15% six or more rooms. 


could not have affected these results ma- 
terially, all 55 having been built since 
1920, the figures may be taken to show 
no tendency toward higher per-room 
rentals for smaller apartment units. 

The average vacancy percentage for 
all these buildings asof January, 1931 
was 10.75%. This percentage for build- 
ings having smaller apartment units was 
11.24%, while for those with larger units 
it was 9.49%. These percentages check 
rather closely with those given out by 
the Evanston Real Estate Board after 
its city-wide survey of November 1, 
1930. The average vacancy for all 
apartments according to that survey was 
10.98%, and it varied for different sizes 
of apartments as follows: 


2 room apartments........... 10.43% 
3 room apartments........... 12.44% 
4 room apartments........... 12.77% 
5 room apartments............ 9.58% 
6 room apartments............ 8.04% 
7 room apartments............ 8.66% 


The average size of apartment unit in the buildings con- 
structed in the period 1913-1919 is 4.6 rooms and in 
those built since 1924, 3.5 rooms. This is based upon 
data secured from the Chicago City Health Department 
records published in The Chicago Real Estate Magazine 
(formerly Chicago Skylines), October 12, 1929. 














| 
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If there has been any overbuilding of 
apartments in Evanston, apparently it is 
mostly of small size units, chiefly those 
having three and four rooms. 

As stated above, so far as the 55 build- 
ings erected since 1920 are concerned, 
small differences in age would doubtless 
not Cause great variations in rentals. If, 
however, we consider all of the 96 build- 
ings and a longer period of time, age has 
a material effect upon both rentals and 
vacancies (Table III). Apparently, de- 


TaBe ITT. Corre.ation oF AGE oF BUILDING, 
Renta Per Room, anv Vacancy. 








TaB_e IV. Corretation oF Location, RENTAL PER 
Room, ano Vacancy, By Districts 
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Date Number Average Per- 
of of Rental centage 
Building Buildings | Per Room | Vacancy 
1894--1909..... 13 $16.60 11.2 
I91O-I9I9..... 28 20.45 4-3 
1920-1930..... 55 22.70 12.2 

















sirable as a new building may be, high 
rentals bar many families from living in 
them. On the other hand, the very old 
building is regarded as undesirable, even 
though it offers a saving in rental. The 
apartment in the middle-aged building, 
not new but not too obsolete, at a rental 
higher than that asked in a very old 
building, but lower than that asked in a 
new building, seems most acceptable. 

A similar correlation of average rental 
per room and percentage of vacancy 
with sections of the City shows that lo- 
cation too exerts an influence (Table IV 
and Map I). The fewest vacancies are 
in the northeast section adjacent to 
Northwestern University and in the cen- 
tral section adjacent to the main business 
district. The rentals are highest in the 
southeast section, and yet the vacancy 
percentage is only slightly higher than 
the general average (10.75%) for the 96 


® These maps, which are brought down to date every 
six months, are drawn to scale and show what type of 
building occupies each lot, even to the layout and char- 
acter of construction. The building dimensions are 

















Number Average Per- 

of Rental centage 

Section Buildings | Per Room | Vacancy 
Northwest..... 6 $18.97 14 
Northeast. .... 12 20.64 ig 
Central....... 20 19.25 7 
Southwest... .. 15 19.20 14 
Southeast..... 41 25.43 II 

buildings. This section is served with 


excellent transportation on both the 
elevated railway and the Chicago and 
North Western Railway, and it lies along 
the lake shore. Thus advantages in lo- 
cation appear to offset the age of a build- 
ing in both the rental which can be ob- 
tained and the general vacancy trend. 
However, the advantages of the south- 
east section may have been somewhat 
overcapitalized. 


Zoning Provisions 


There are more than enough apart- 
ments in Evanston to supply the present 
demand, and that plenty of frontage is 
zoned for apartment building in the fu- 
ture is also indicated in a study of zoning 
provisions in the City. 

In order to analyze these zoning pro- 
visions, the front feet of area zoned for 
different uses were measured from a 
zoning map of Evanston drawn to scale. 
Corrections were then made for changes 
in zoning from the time the map was 
published through October 6, 1930. The 
frontages of apartment and commercial 
zones were checked with the Sanborn 
fire maps of Evanston to find out how 
much frontage was actually in use for 
different purposes.’ Blocks not shown on 
the fire maps were inspected personally 
by the writer. In order that the front- 
age figure to be used might represent _ 


drawn to scale and the building is properly placed on the 
lot. Hence it is possible to tell what sort of use is made 
of each lot and to judge fairly accurately what frontages 
should be taken at corners. 
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actual buildable areas, due allowance 
was made for depths and shapes of 
blocks and lots. In some cases two full 
sides of a block were measured; in others, 
only one; and in still others, two sides 
fully and parts of the other two. 

Residential Zoning. Table V_ shows 
what percentage of the total zoned 
frontage is allotted for different pur- 
poses. Three height classifications will 
be noted in the multi-family dwelling 
zone but only in the 3-story and 7-story 
zones have apartment buildings been 
constructed to any extent. 


TaBLe V. PERCENTAGE OF FRONTAGE ZONED FOR 
Dirrerent Uses AND PERCENTAGE ACTUALLY Usep 

















Percentage | Percentage 
Type of Use Zoned Used 

Single-family dwelling...... | 35 ees 
Multi-family dwelling | 

SUC BOONES. 6. c-.0 5 iow | 21 ere 

3 OME... 660.0455: 22 | 24 

9) MEBRORIIES 3-565 7s I 47 
Commercial buildings | 

2% and 4 Sstories...... 9 25 

ree | 4 
ESC CES ae aa meaner 7 a (ee 
RINPESOLICIES 5.5 6 is se oso aa eee Crome 





According to this table 24% of the 
frontage zoned for 3-story apartment 
buildings is now used for apartments, 
hotels and public buildings, structures 
which doubtless could resist success- 
fully replacement with new structures. 
The remainder is either vacant or used 
for single-family and two-family dwell- 
ings, and other structures which could 
not offer much resistance to the en- 
croachment of new apartment buildings. 
Two-thirds of this apartment frontage, 
however, is located in an area lying 
along the rapid transit lines and extend- 
ing about six blocks back on each side 
from them; 35% of it is now used for 
buildings which could resist replace- 


10 Coleman Woodbury, ““The Size of Retail Shopping 
Districts in the Chicago Metropolitan Region,” 4 
Journal of Land & Public Utility Economics 85-91 


ment, while only 4% is so used of the 
remaining third of the frontage which 
is located farther away from the rapid 
transit lines. All frontage zoned for 7- 
story apartment buildings lies close to 
the rapid transit lines and 47% of it is 
used. This again indicates the signifi- 
cance of transportation. 

Hence, plenty of room is available for 
new apartment buildings even in sec- 
tions close to rapid transportation. When 
that provided in the sections farther 
west will be used is problematical. 
At least a substantial amount of this 
might better have been left for some time 
longer in the single-family dwelling 
classification or the 2%-story multi- 
family dwelling classification, which is 
used largely for two-family dwellings. 
The mere placing of frontage in a 3-story 
or 7-story apartment classification fre- 
quently has an entirely misleading 
effect upon land values. That it can be 
used for income-producing buildings 
does not mean that it will be so used in 
the near future and, until the time when 
it will be so used is reasonably near, it is 
really worth little if any more than sin- 
gle-family dwelling frontage in the same 
neighborhood. Yet people will often pay 
more for such frontage, for investment 
rather than use, failing to foresee the 
burden of accumulating carrying charges 
over a long period of time. 

Commercial Zoning. Of the 127.4 feet 
of frontage zoned for commercial struc- 
tures for every 100 of Evanston’s popu- 
lation only 52.8 feet are actually so used. 
This latter figure checks rather closely 
with the 55.8 feet found in actual use 
according to a study made in 1926 
based on an estimated Evanston popula- 
tion of 51,000.!° 


(February, 1928). Professor Woodbury found the gen- 


eral average of front feet used for commercial purposes 
for each 100 of population of all residential cities in the 
Chicago metropolitan region to be 51.2. 
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The distribution of commercial front- 
age in the 2 %4- and 4-story classifications 
and the 7-story classification and the 
percentage so used is shown in Table V. 


Further interesting facts are that 12%. 


of the 7-story frontage and 3% of the 
2%- and 4-story frontages are used for 
apartments and hotels. In the central 
business district 920 feet of commercially 
zoned frontage are used for apartments 
and hotels, while only 625 feet of the 
apartment-zoned frontage are so used. 
Thus permission to erect apartments in 
commercial zones adds still more room 
for apartment construction. 

Plenty of frontage is zoned for further 
commercial development, but, as with 
the apartment frontage, some question 
arises as to the wisdom ofits distribu- 
tion. All frontage zoned for 7-story 
structures is located in sections with a 
well developed residential background 
and 77% of it is used. Of that zoned for 
buildings in the 2 4- and 4-story classifi- 
cations, 45% is in outlying sections with 
little residential development and only 
7% of itis used. The placing of frontage 
in a commercial classification as in an 
apartment classification often operates 
to raise its stated value to a point which 
is unjustified if the time when such front- 
age will actually be needed for commercial 
structures is too distant. Provision for 
future urban growth is, of course, neces- 
sary, but rapidity of growth should be 
gauged reasonably. 


Families in Relation to Housing 


Having pictured the facilities provided 
for both residential and commercial 
housing by zoning and by building, let us 
now look at certain facts concerning 
families who live in single-family, two- 
family, and apartment dwellings in 
Evanston. 


Color and Nationality. Table VI 


shows the distribution of families by 
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TaBLe VI. CorreELaTiIon oF CoLor AND NATIONALITY 
OF PoPpULATION AND Types OF DWELLINGS 

















Color Single- Two- 
and Family Family 
Nationality | Dwellings | Dwellings | Apartments 
Native White. . 47% 14% 39% 
Negro........ 49% 36% 15% 
Foreign-born . 47% 26% 27% 








color and nationality among the different 
types of dwellings. Because of the great 
preponderance of native white families, 
the proportionate distribution of them 
among the three classes of dwellings re- 
sembles closely the proportionate dis- 
tribution of all families in the City as 
given earlier in this article. The so- 
called foreign-born and negro families 
show less inclination to live in apart- 
ments (and more inclination to live in 
two-family dwellings) than do the native 
white families. This is particularly true 
of the German, Norwegian, Swedish, 
Polish, and southern European families 
and of those in the miscellaneous classifi- 
cation. It is not so true of the English 
and French families. 

Occupations. With reference to occu- 
pations, Table VII showsa distribution of 














Taste VII. Corre.ation or Occupations or Heaps 
oF FAMILIES AND Tyres OF DWELLINGS 
Percentage Living in 
Occupation Single- Two- 
Family Family | Apartments 
Residences | Residences 
Professional. . . 46 8 46 
Commercial(ex- 

ecutive or 

proprietor) . . 53 10 a 
Other commer- : 

Cr) Sere 42 II 47 
Skilled workers 50 22 28 
Unskilled work- 

Cl err 44 28 28 
Public service... 42 28 30 
Retired....... 60 12 28 














heads of families engaged in different oc- 
cupations among single-family, two-fam- 
ily, and apartment dwellings. More 
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inclination to live in two-family dwellings 
is shown in the skilled worker, unskilled 
worker, and public service groups than 
in the others. Doubtless more persons 
with small income are found in these 
than in the other groups. Hence they 
may have seized the opportunity to rent 
a cheap flat in a two-family dwelling or 
to build such a dwelling and secure some 
income from it without having to assume 
the financial burden and other disad- 
vantages of the apartment. They and 
the persons in the retired classifications 
show the least inclination to live in 
apartments. The skilled workers, how- 
ever, tend to choose single-family dwell- 
ings. 

Geographic Origins. Correlating in a 
similar way types of dwellings with the 
places whence families came to their 
present residence we also find indications 
of differences in choice as to type of 
dwelling. We have already noted the 
numbers of families who had come to 
their present residences from other 











cities." Table VIII includes the dis- 
Tasce VIII. Distripution or FamI.ies FROM Dir- 
FERENT Piaces AMonG Types oF DWELLINGS 
Single- Two- | 
Family Family 
Place Dwellings | Dwellings | Apartments 
Evanston..... 48% 18% | 34% 
Cmca... 48% 11% 41% 
North Shore... 41% 17% ~— | 49% 
Elsewhere... .. 33% 17% | 50% 











tribution of 3,205 families who have 
come to their present residence from 
some other residence in Evanston. The 
classification designated “elsewhere” in- 
cludes families who have come from 
places not in the immediate vicinity of 
Evanston and that designated ‘North 
Shore,” families who have come from 
towns within five or six miles north of 
Evanston. The chief tendency to move 





" Supra, p. 171. 





into single-family dwellings occurs among 
those families who move within the City 
or from nearby localities and who have 
plenty of opportunity to look for a home 
in Evanston. Those coming from some 
distance away do not have this oppor- 
tunity; this may explain their tendency 
to move into apartments. 

Size of Families. One point on which 
particular interest has frequently been 
expressed is that of size of family in 
different types of dwellings, particularly 
with regard to the number of children. 
It is usually pointed out that apartments 
are undesirable homes for children, that 
there is insufficient room for them to play 
both within the apartments and outside 
of the building. 


Analysis of this factor in the United 
Religious Survey data reveals that the 
mean average size of family living in a 
single-family dwelling is 3.8 persons, in a 
two-family dwelling 3.6 persons, and in 
an apartment 2.9 persons. Of a sample 
of 12,798 children and young people 
under 21 years of age, 7,300 (57%) live 
in single-family dwellings, 2,272 (17%) in 
two-family dwellings, and 3,226 (26%) in 
apartments. This is of particular in- 
terest in comparison with the distribu- 
tion of total families according to types 
of dwellings,” for it explains the fact that 
51% of the population, not families, live 
in single-family dwellings, 17% in two- 
family dwellings, and 32% in apartments. 

Another interesting fact is secured by 
dividing these children and young peo- 
ple into three age groups: 0-5 years, rep- 
resenting roughly the pre-school group; 
6-14 years, the grade school group; and 
15-20 years, the high school and junior 
college group. Reference to Table IX 
shows that a larger proportion in the 
youngest age group live in apartments 
than in single-family dwellings, while the 





2 Supra, p. 171. 
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case is exactly the reverse in the older 
age group. When children are very 
young, they do not go to school nor play 
out of doors alone to any great extent 
and they can sleep in the same room 
with their parents. As they grow older, 
go to school, play out of doors alone, and 
need rooms of their own, the greater 
amount of living space within and play 
space without a single-family dwelling 


TaBLe IX. CorreELaTION OF AGE Groups OF CHILDREN 
AND Types OF DWELLINGS 























Single- Two- 
Family Family 
Age Groups | Dwellings | Dwellings | Apartments 
o-5 Years... 25% 34% 37% 
6-14 Years... 49% 47% 41% 
15-20 Years... 26% 19% 22% 





becomes very desirable. This is prob- 
ably the explanation of the situation. 

While type of dwelling is thus adjusted 
to some extent to the ages of children, 
yet in general the large family and many 
children do not accompany the develop- 
ment of apartment life. Thus one might 
ask whether the apartment is contribut- 
ing toward the oft-mentioned declining 
birth rate and smaller family or whether 
the declining birth rate and smaller 
family are contributing to the apartment 
movement. 


Summary and Conclusions 


While this article can present only a 
brief inventory of certain facts un- 
covered in the Evanston study, a num- 
ber of points are brought out which 
should be of significance not only to 
people interested in Evanston but to 
those interested in the general problem 
of housing. 

Multi-family living seems to have 
become established in suburban cities 
largely because of the importance of 
rapid transportation. Probably a ma- 


jority of the heads of families in sub- 


urbs are employed in the central cities. 
Hence, when they move into the sub- 
urbs, they are confronted with the prob- 
lem of transportation to and from work 
and of using as little time as possible for 
the purpose. The apartment building 
makes it possible for a large number of 
families to live in sections served di- 
rectly by rapid transportation. That the 
solution has been attained in this way is 
clearly evident in Evanston. 

This suggests the fact, which has also 
been borne out, that apartment con- 
struction in a suburban city tends to be 
of an intensive rather than an extensive 
character. It fills up the sections near 
rapid transit lines and stations before it 
moves out to other sections. Thus 
crowded living is quite likely to become 
just as evident in suburban cities as in 
central cities and the hope for relief in 
the suburban movement is not likely to 
be realized. 

Professor Douglas’ studies lead him to 
this same conclusion: 


“Obviously exactly this is happening be- 
fore one’s eyes in the case of all too many 
suburbs. They are simply getting to be 
cities. The structures erected to house their 
additional people follow the city type. Their 
vacant land tends to be closely occupied. 
Their street traffic increases. Rising land 
values make the maintenance of single- 
family homes increasingly difficult. Rapid 
growth urbanizes the suburbs. . . . Growth 
is thus the undoing of the suburb.’’* 


The significance of transportation sug- 
gests the lack of wisdom in zoning land 
for apartments too distant from rapid 
transit facilities. Transportation appears 
to be a more important factor than the 
desire for a particular type of dwelling. 
Hence the land zoned for apartments 
farther out is not likely to be used until 
no more room is available in sections 





13Harlan Paul Douglas, The Suburban Trend (New 
York: The Century Co., 1925), p. 70. 
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near transportation. Yet persons unin- 
formed as to this factor will make mis- 
taken investments in this outlying land. 

It is indicated also that those families 
really contributing to the suburban 
movement, those families coming to 
Evanston from Chicago, do seek single- 
family dwellings to some extent, more, 
at least, than do those coming from 
towns and cities not in the vicinity of 
Evanston; nevertheless even a substan- 
tial number of these Chicago people 
move into apartments. 

Movement of families within Evans- 
ton indicates very little interchange be- 
tween apartments and dwellings. Hence 
we cannot assume that the apartment 
is merely a stepping stone to the single- 
family dwelling except in the minority 
of cases in suburban cities. 

The predominance of the native born 
white families and those in what we 
might call the “higher occupation groups” 
in apartments is clearly evident. This 
indicates that apartment life has be- 
come an accepted fact in what we some- 
times speak of as our modern American 
high standard of living. Nearness to 
transportation, modern conveniences, 
less need for servants, who are more and 
more difficult and expensive to obtain, 
fewer home management responsibilities 
have become important. Perhaps, how- 
ever, this is particularly true in sub- 
urban cities. 

Noting additional facts such as the 
sizes of families living in different types 


of dwellings, the conclusion seems im- 
plied, as far as Evanston is concerned, 
that the apartment is contributing to our 
declining birth rate and smaller families, 
At least, in suburban cities, may it not 
be a question of time and transportation 
versus the large family? 

We are, of course, considering data 
from only one city in this article, and the 
conclusions reached here apply specifi- 
cally only to Evanston. They suggest, 
however, the desirability of similar stud- 
ies in other cities to test the generaliza- 
tions drawn here. Not only would such 
data be of value to students of housing, 
but also to business men and _ public 
officials. Evanston builders will learn 
from this study that there are too many 
apartments, chiefly of the smaller sizes, 
and they can govern themselves accord- 
ingly. Public utilities and other busi- 
nesses will find some indications as to the 
nature of their market and its needs. 
Zoning officials will find a helpful guide 
to intelligent, directive zoning in study of 
the actual use of zoned areas. 

While this study is necessarily ex- 
perimental, the hope is that it may lead 
to periodic studies of the kind in Evans- 
ton and other cities. Too often such 
studies are made once and not repeated. 
Yet the greatest value will be secured if 
they are kept up to date by repeating 
them periodically. After all, a city is a 
huge industry, and what other great in- 
dustry would attempt to conduct its 
business without periodic inventories! 
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Competition and Electric Rates 


By JOHN W. 


price as a standard of fairness to 
the consumer of public utility 
services is bound to encounter many 
obstacles. Professor Philip Cabot of 
Harvard University has placed himself 
in the minority position by his recent 
criticisms of the present regulatory sys- 
tem as applied to the electric light and 
power industry, maintaining that com- 
petition is as effective in most utility 
industries as in “private” business. So 
much has been said in the controversy 
which followed his statements that a 
brief review of his position and the posi- 
tion of some of his critics is in point. 
Professor Cabot’s article, “Ethics and 
Politics,”! is primarily a recital of the 
evils of the present regulation of the 
electric light and power industry. He 
recognizes that certain problems of pub- 
lic utility holding companies, such as, 
“the danger that monopoly in electric 
power supply will enable the producer 
to earn an excessive profit; and second, 
the danger that profits legitimately 
earned may be diverted into the wrong 
hands by manipulation within the 
holding companies themselves,” are in 
“urgent need of intelligent considera- 
tion...” In spite of these dangers, 
“there is really no cause for alarm .. . 
unless the state commissions fail in their 
duty,” as “it is utterly impossible for 


N NY attempt to set up competitive 





1142 Atlantic Monthly 686-694 (November, 1928). 

2 The indictment of state commissions for regulating 
profits instead of rates is answered by Henry C. Spurr, 
“The State Commissions Are Corrupting Utility Of- 
ficials,” 3 Public Utilities Fortnightly 61-67 (January 
24, 1929). He does not consider whether competition 
is sufficiently strong to keep electric light and power 
rates low but seeks to vindicate the commissions by 
showing that they are but the administrative agents of 


BOATWRIGHT 


these operating units to demand, or re- 
celve, an excessive price or to earn a 
monopoly profit” (687-8). He feels that 
the real problem in need of investigation 
is whether state commissions, by regulat- 
ing profits instead of rates, are intel- 
ligently and skillfully fixing the prices 
paid for public utility services.” 
Professor Cabot’s second article on 
this question appeared under the title, 
“Public Utility Rate Regulation.”* Here 
we find a restatement of the views ex- 
pressed in “Ethics and Politics,” sup- 
porting with more detailed economic 
reasoning the contention that competi- 
tion of substitutes is a vital considera- 
tion in prices charged by electric light 
and power companies and holding that 
commissions would do well to consider 
this factor when determining a “fair 
rate.” This article brought a response 
by Horace M. Gray‘ who pointed out 
that, though competition of substitutes 
was in evidence, the competitive alter- 
natives were often of such inferior na- 
ture that they would not be effective 
enough to hold rates at a reasonable 
competitive level. In other words, he 
indicated that certain consumers of heat 
energy would tolerate a very consider- 
able range of price change in electric 
rates before they would be driven to use 
of substitutes as a means of protection. 
This range of tolerance might be suffi- 


legislative bodies, whose actions are limited by judicial 
review. Ina subsequent article the same author recog- 
nizes that competition among different utilities is still 
a vital factor (5 Public Utilities Fortnightly 729 (June 
12, 1930)). 

37 Harvard Business Review 257-266 (April, 1929). 

4“Competition as a Basis for Electric Light and 
Power Rates,” 5 Journal of Land & Public Utility Eco- 
nomics 242-248 (August, 1929). 
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ciently wide to permit electric light and 
power plants to realize unreasonable 
profits unless prices were regulated by 
state commissions. 

Whereas the first two articles by Pro- 
fessor Cabot consisted largely of de- 
structive criticism and indication of the 
injustices that he feels will surely follow 
the continuance of our present policy of 
regulation, his third article, “Public Util- 
ity Rate Regulation II,’ is concerned 
with a suggested remedy. He recom- 
mends that the regulating commission 
be charged with the duty of finding the 
“price which would obtain under a sys- 
tem of free competition where both 
buyer and seller are free agents.”” This is 
to be facilitated by having before the 
commissions records of the past, as to 
money received and expended under 
different rate schedules. In addition to 
requiring a more complete record of the 
past, the commission shall be furnished 
with 
“an itemized budget for each year, showing 
not only how the money to meet current 
operating expenses is provided, but the ex- 
penses for depreciation, interest and divi- 
dends. The cost of capital is the critical 
item in the budget and must be put in at the 
competitive price for each increment of new 
capital, if the profit shown in the budget is 
to approximate the competitive profit, which 
is the purpose for which the budget should 
be made up.” 


This plan is based upon the following 
assumptions: (1) that the just and rea- 
sonable price is the competitive price; 
(2) that the self-interest of the utility 
management will prompt it to offer its 
best price or the competition of sub- 
stitutes will so curtail sales that aggre- 
gate profits will decline; and (3) that 
profits are the measure of the value of 
services to a community. 

How similar are these assumptions to 
those which were basic in the economic 
scheme originated over a century ago 


when the theories of mercantilism were 
forced to give way to individualism and 
laissez faire? Competition was then seen 
to work its protective influences for the 
consumer through a market in which (1) 
all factors of production were mobile and 
each would be found in its most produc- 
tive capacity; (2) each participant in the 
market knew best his own self-interest 
and sought its fulfillment; and (3) the 
compensation of each member of the 
market would tend to be in relation to 
services rendered. Under such condi- 
tions market price tended to approach 
cost of production because, if price was 
high, producers would be attracted into 
the field and competition among sellers 
would force prices down again. If price 
was low, an exodus of producers from 
that field and competition among buyers 
would soon restore price to a point 
where it would cover costs of production. 
Self-interest of the producer would pre- 
vent him from doing injury to the public, 
because, if he asked a price which was 
considered too high, some one else would 
offer the same goods or services for less 
and customers would buy at the best 
price. Then, as now suggested by Pro- 
fessor Cabot, competition was the key 
to protection of the public. But competi- 
tion at that time was largely direct, 
while now because of the quasi-monopoly 
position of electrical industries com- 
petitive forces in the utility field work 
principally through competing substi- 
tutes. Before the theories of Professor 
Cabot can be accepted, competition of 
substitutes must be shown to be as 
effective as direct competition. This he 
attempts to demonstrate by subjecting 
the idea that “substitution is the force 
which now determines the optimum 
quantities and prices for almost all pub- 
lic utility services . . . to an acid test, 
namely, are these markets elastic; that 


57 Harvard Business Review 413-422 (July, 1929). 
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is, do they readily respond to changes in 
price?” The question now becomes, 
what factors affect the elasticity of de- 
mand for electrical services? 


Is Elasticity of Demand an “Acid Test’? 


If demand for a product is highly 
elastic, it responds readily to changes in 
price. The time lag in the public utility 
field between reduction of rates and in- 
crease in demand will not confuse the 
clear-headed thinker, according to Pro- 
fessor Cabot. This time lag, he feels, 
occurs because sufficient time must 
elapse to permit the manufacture and 
sale of refrigerators, stoves, and other 
electrical appliances. 

This seems to hint at the possibility 
that elasticity of demand for electricity 
depends partially on elasticity of de- 
mand for appliances. Wisconsin has a 
law which provides that profits or losses 
resulting from sale of appliances or other 
merchandise shall not be taken into con- 
sideration by the Railroad Commission 
in arriving at any rate to be charged for 
service by any public utility.6 This law 
has not been tested before the courts as 
yet, but briefs have been filed by inter- 
ested utility companies before the Com- 
mission contending that costs or losses 
from the sale of merchandise are in- 
curred for the promotion of the com- 
pany’s utility service. The reason for 
utility companies entering this field is 
not to secure profits from merchandising 
but to insure that the customer is sup- 
plied with the device through which 
the utility’s service or product is con- 
sumed.” Once the appliance is installed 
in the home or industry the elasticity of 
the demand for electrical service for 
that particular consumer for that par- 
ticular use greatly diminishes. The in- 
vestment in the appliance becomes a 
sunk cost which reduces the average con- 





6 Laws 1929, c. 504, § 284. 


sumer’s ability or willingness to change 
from electrical refrigeration to gas or ice, 
from electrically driven hoists to steam, 
from cooking by electricity to cooking 
by gas or coal, or to change from many 
other uses of the energy to a competing 
substitute. In short, the demand for 
electric services is not equally elastic 
before and after investment in electrical 
appliances. A reduction in price charged 
for the service, coupled with the usual 
accompanying merchandising activities 
of utility companies in the sale of ap- 
pliances, might show an expansion of 
demand, but it is doubtful whether a 
subsequent increase in price would re- 
sult in a corresponding decrease in de- 
mand. 

To what extent can consumers depend 
on enlightened self-interest of managers 
to bring about all desirable reductions 
of rates? This will depend upon the ex- 
tent to which reduction of rates will 
yield greater net returns. Rate reduc- 
tions may be motivated by the desire 
for gains to be realized from reduced 
unit costs, resulting from (1) a more 
complete utilization of existing plant 
capacity, or (2) the advantages to be re- 
ceived from large-scale production. 
Again, rate reductions may result from 
a desire for a greater volume of return 
resulting from a larger business which 
would not necessarily involve any re- 
duction in unit costs and might even 
involve an increase. 

As the operating companies approach 
complete utilization of existing equip- 
ment, possibilities of further reducing 
unit costs by reducing unused capacity 
diminish and this is true whether speak- 
ing of a single generating plant or several 
with interconnections. This leads to a 
diminution of managerial incentive to 
reduce rates, unless there is reason to 
believe that a continued reduction of 


7P.U. R. 1930 E 206. 
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rates will increase sales to the point 
where it would increase the total volume 
of profits by plant extension. After the 
installation of additional equipment 
lower rates may continue to be advisable, 
but again the inducement will diminish 
as maximum capacity is approached. 

If the area served is large, additional 
plant outlay might be relatively small 
in proportion to the previous fixed in- 
vestment. Here the management might 
disregard temporary unused capacity 
in the effort to fix rates that will yield 
the greatest volume of profits in the long 
run. Such a policy may be supported by: 
(1) the hesitancy of introducing a rate 
reduction that must be eliminated at 
some later date; and (2) by the desire 
to maintain rate uniformity in the vari- 
ous portions of a market area. Rates as 
decided upon will also be influenced by 
the managements’ estimate of market 
expansion at the existing rate level. If 
the market will expand sufficiently at the 
existing rates to utilize any extensions in 
anticipation, there will be little induce- 
ment to reduce prices. These considera- 
tions suggest that neither competition— 
direct, through substitutes, or by com- 
mission action—nor the self-interest of 
owners can alone or equally be relied 
upon by all classes of customers. 


Competitive Areas 


If the plan suggested by Professor 
Cabot were adopted, the commissions 
would be forced to determine what por- 
tions of the demand for electrical energy 
were elastic, or competitive, and what 
others were not. The difficulties of mak- 
ing such a distinction can be shown by a 
few illustrations. Manufacturers or in- 


dustrial organizations, such as stock- 
yards, packing plants, large hotels, etc., 
which use steam the year round for proc- 
ess work or manufacturing, can gener- 
ate electricity to a certain extent as a 
by-product. 


Some large municipalities 


furnish their own electricity for street 
lighting. The street-railway load in large 
communities is competitive. In some 
medium-sized industrial concerns oil en- 
gines or small, natural gas steam-plants 
are being used to operate generators. 
Electricity used as fuel in hot water 
heating, cooking, heating of homes, in- 
dustrial heating processes, refrigeration, 
and air conditioning meets competition 
from coal, oil and gas. These are often 
cited as instances where competition, 
either direct or indirect, is effective in 
bringing about low rates. Such com- 
petitive ability, however, would vary 
with the size of the manufacturing con- 
cern, the hotel, or the municipality; the 
price of coal, oil or gas; and the location 
of the industry. Competition is a much 
more potent force in large, congested 
areas than in smaller, urban settlements. 

Admitting, however, for the sake of 
discussion that the above mentioned 
fields are highly competitive, what shall 
be done about the smaller commercial 
users? Are the small store-keepers and 
manufacturers to be considered as hav- 
ing available substitutes for most, or all, 
of the uses for which electricity is em- 
ployed? Obviously the effectiveness of 
competitive substitutes for lighting, ele- 
vator operation, and small-power con- 
sumption units is slight. Some of these 
very same uses may be classified in the 
competitive field if the enterprise were 
larger, in a different locality, or of a 
different nature. Even though some of 
the small industrial users might con- 
ceivably install their own generating 
plants, if they could not get service from 
the central plant at sufficiently low rates, 
many would pay a somewhat higher rate 
for the convenience of securing power 
simply by turning a switch. This range 
of tolerance would compel the com- 
missions to determine in what uses, in 
what type of industries, in what type of 
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communities, between what price ranges, 
rates may be considered competitive. 
Domestic lighting is excluded from the 
competitive field by Professor Cabot, but 
can we in all fairness hold that the light- 
ing of a multitude of small and medium- 
sized business enterprises is competitive 
to the same degree as the electrical 
loads of large industrial consumers? 


Regulation for Maximum Profits 


Recognizing the plausibility of regu- 
lating public utility companies so that 
they may receive the maximum com- 
petitive profits as a criterion for rates, 
certain questions arise. First, will the 
self-interest of the utility operator be 
sufficiently well known, and if known 
put in practice, to protect the con- 
sumer? Competition of substitutes can 
at best set only an upper limit of prices 
above which the utility company will 
not go, but a rather wide range of prices 
may be possible between this upper 
limit and the price level that would be 
reached if the competing factors were 
equally desirable in every way with re- 
spect to the kind of service rendered per 


‘ dollar of expense. Under such conditions 


the rate could be set at any price lower 
than the upper limit, but this does not 
furnish grounds for assuming that such 
rates are for the best public interest. 
In fact, if such a rate level permitted 
the utility company to earn an amount 
more than sufficient to attract capital to 
the field, it would be safer to assume that 
the public was being exploited. 

In any industry serving many classes 
of customers who, because of the varying 
effectiveness of available substitutes, 
are possessed of different degrees of 
bargaining power, additional regulative 
alertness is needed to protect the small 
consumer. Nor will maximum profits 
be a sufficient check on discrimination 
against certain classes of customers. In 


those fields where competition is ef- 
fective, the utility company may offer 
particularly attractive rates to get a 
certain load and thus reduce unit cost, 
even though no profit on this particular 
sale is realized. 

If this additional load can be pro- 
duced with the existing equipment, re- 
sulting in a more efficient utilization of 
plant capacity, lower prices might result 
to consumers of electricity whose de- 
mand is not elastic, provided the added 
service is sold at a price sufficiently high 
to cover the variable costs incurred in 
production plus a part of the fixed costs. 
If the price received covers only the 
variable and none of the fixed costs, 
even though rates to other customers re- 
main the same, those consumers lacking 
in bargaining power would be paying a 
greater portion of the total profits. On 
the other hand, this added load might 
require an additional capital outlay; 
under such conditions the rate charged 
would have to be sufficient to cover the 
total separable cost thus incurred, or a 
price discrimination would result, made 
possible by lack of competition in cer- 
tain uses. 

This gives rise to another problem the 
commissions would have to meet. Not 
only would they have to watch total 
profits, and the effect of any price 
change for one class of users on all other 
classes, but they would have to watch 
the effect of a price change in one utility 
field on other utilities supplying serv- 
ices to the same field. If they do not, 
there is possibility of competition as- 
suming a cutthroat nature in a particular 
field to the detriment of other users of 
the same service. To illustrate this pos- 
sibility suppose the gas and electric 
companies of Chicago were to initiate a 
campaign to secure the hot water heat- 
ing business of the city. This might be 
a particularly attractive load for both 
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concerns in which the services offered are 
on a comparatively equal footing. Each 
of the utility companies would be under 
pressure to offer concessions to secure 
this competitive trade. Conceivably 
such concessions could go to an un- 
justifiably low level in this particular 
phase of energy consumption, resulting 
either in increasing the incentive of the 
operators to shift this burden, as a whole 
if possible or at least in part, to those 
consumers of their services where com- 
petition was not so keen. When is selling 
below cost to a particular class of con- 
sumers to be considered a fair com- 
petitive action and when is it considered 
simply as destructive? Such discrimina- 
tions were not uncommon in railroad 
history and were one of the causes lead- 
ing to rate regulation. 

Still another question regarding com- 
petition between electric light and power 
concerns and gas companies may be 
raised. For competition to be truly 
effective there must be conflicting and 
independent self-interest in the market. 
In many cities and localities the gas and 
electrical companies are owned in com- 
mon or interlocked directorates exist. 
Under such conditions is it to be as- 
sumed that a condition of rivalry will 
exist between the two services giving 
the consumer a real bargaining power by 
playing one service off against the other, 
or will the commission be faced with the 
task of going into the ownership of the 
firms and examining lives of the man- 
agements to find whether a kinship or 
friendship exists and is extended to busi- 
ness relations, to determine whether a 
condition of rivalry exists? 

The competitive aspect of public 
utilities is further complicated when 
subsidiaries of the same company make 
contracts of sale with each other, a not 
uncommon procedure as these industries 
are now organized. Let us take as an 


illustration a case which recently came 
before the Ohio Commission.* The Day- 
ton Power and Light Company, which 
furnishes natural gas to eight towns in 
the vicinity of Dayton, applied for an 
increase in rates. The Company owns 
the gas distributing systems in the towns 
and supplies natural gas only, but it 
does not own the transmission pipe 
lines. Gas is purchased at the various 
city gates from the Ohio Fuel Gas Com- 
pany (the transportation company) at 
45 cents per 1,000 cubic feet. The Co- 
lumbia Gas and Electric Corporation 
owns all the stock of the Ohio Fuel Gas 
Company and all the common stock of 
the Dayton Power and Light Company. 
All of the above mentioned companies 
have contracts with the Columbia En- 
gineering and Managing Corporation for 
certain operating purposes and the stock 
of this Company is also owned by the 
Columbia Gas and Electric Corpora- 
tion. The Commissioners were not aided 
in determining the justness of the gate- 
way price by comparison with prices 
charged to other distributing companies 
in Ohio, as most of these other transac- 
tions involved companies under the same 
control. Conceivably under such cir- 
cumstances three possible price levels 
had to be considered: (1) the upper limit 
at which competition of substitutes 
would become effective; (2) the actual 
price charged by the transporting com- 
pany; (3) the price level that might pre- 
vail if the contracting companies dealt 
at arm’s length. Which one of the three 
is the just rate? Only the holding com- 
pany had information at its command 
to answer this question and in the eyes 
of the law holding companies are not 
public utilities subject to regulation. 
Thus in many cases the utility companies 
not only have a monopoly of the dis- 
tribution of their particular service in a 


8 United States Daily, November 25, 1930, p. II. 
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certain locality but through holding com- 
panies have a monopoly of information 
that would determine whether the rate 
charged is either fair, just, or competi- 
tive. 

Nor does the task of determining a 
compétitive price seem so easy. The 
commission’s guide is to be total profits 
but these would not be forthcoming ex- 
cept at intervals. One test of a competi- 
tive price is variations of market price 
over a period of time. This is caused by 
endless estimates of best prices by pro- 
ducers who must modify their bids as 
costs of production change if the rate 
charged is to be truly competitive. This 
would necessitate an endless experiment 
to determine rates and even then many 
would contend that the prices charged 
were not competitive prices. Even the 
economists are not in agreement as to 
what constitutes a competitive price. 
Assuredly it would be no easy task for 
the commissions as long as the char- 
acteristics of competition in the utility 
field are as divergent as they are. 


Does the Cabot Plan Solve Allocation- 
of-Cost Difficulties? 


A great deal of criticism has been di- 
rected toward the regulation of public 
utilities by the government. This is not 
surprising; in fact, it would be even more 
surprising if no criticism was offered 
because the policy of regulation has not 
proceeded along well-charted and previ- 
ously tried lines. It is not an old experi- 
ment and wisdom must be gained in 
progress. A common complaint en- 
countered is that the policy of regulating 
rates according to costs of production is 
detrimental to the public interest. Such 
a policy, it is argued, necessitates an al- 
location of costs of rendering service to 





9Cabot, “Public Utility Rate Regulation, II” 7 
Harvard Business Review 419 (July, 1929). 
10 Thid., p. 416. 


different classes of consumers and such 
cost-allocation cannot be accurate, for 


“to allocate the costs of a utility is as futile 
and as dangerous as it would be for a butcher 
to allocate the costs of the different pieces 
into which he cuts the carcass of a cow, and 
in proportion as the utility is greater than 
the cow, so will be the damage from the 
attempt.’® 


This difficulty is not entirely met by 
Cabot’s recommended changes in the 
procedure. The additional information 
to be furnished to commissions includes 
“‘money received under each rate sched- 
ule, including the prices charged in each 
classification and the quantities sold” 
and “the money paid out to produce and 
deliver the total quantities, including as 
a part of this the money paid out for so- 
called fixed charges.’ This is a cost- 
allocation. Budgets of prospective in- 
come and expenses furnished to the com- 
mission involve an estimate of revenue 
and costs, again allocated as efficiently, 
perhaps, as can be done. The cost ele- 
ment still looms large in the plan and, 
if ruled out, leaves to the commissions 
the task of trying by experimental price- 
fixing to determine the value of the serv- 
ice to the consumer. If the service is 
undervalued, demand will be great and 
total profits will be small; if it is over- 
valued, demand will be small and total 
profits small. While the result, both of 
undervaluation and of overvaluation, is 
the same so far as total profits are con- 
cerned, the effect upon demand in the 
two instances is directly opposite. There- 
fore, if we are concerned with measuring 
the value of the service, the accuracy of 
such measurement will depend directly 
upon the effectiveness of competing sub- 
stitutes, considered above. 

Neither does it seem plausible that 
profits can be regulated without reg- 
ulating prices, nor that prices can be 
regulated without regulating profits. 
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Influences affecting one are bound to 
have a reaction on the other. They are 
not separable units capable of separate 
treatment. 


Summary 


The obstacles confronting the pro- 
posed plan for utility rate regulation 
may thus be summarized: (1) competing 
substitutes are often not on an equal 
competitive basis when considering serv- 
ices rendered; (2) demand for the service 
is not as elastic for rate decreases as for 


rate increases nor in all uses; (3) the 
commissions would be faced with the 
task of determining what uses of elec- 
tricity were competitive and which were 
not—a tremendously difficult task; (4) 
maximum competitive profit is not a 
sufficient check on self-interest to pre- 
vent discrimination against certain classes 
of customers; and (5) the allocation of 
costs as influencing rate estimates is 
still present and must be considered if a 
competitive price, based on “‘best esti- 
mates,” is to exist. 
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Taxation and the Trend in Multi-Family 
Housing 


By COLEMAN WOODBURY 


intelligent attention to the taxa- 

tion policies of American cities will 
doubt the statement that the general 
property tax under the prevalent “‘uni- 
formity” rule places a disproportionate 
share of the cost of local government on 
real estate. Many people contend, of 
course, that real estate should bear a 
larger percentage of the expenses of 
governmental units of all kinds than its 
aggregate value is to the total property 
value of the community. This argument 
and the evidence marshalled in support 
of it are beyond the scope of this article; 
the purposes of this section of the study 
are solely to indicate roughly the size 
of the local tax burden now carried by 
urban real estate and to determine if this 
tax burden appears to be a factor in the 
apartment-house movement in recent 
residential building. 

Two sets of data which are published 
annually on local government finance 
reveal the dependence of municipal 
governments on real estate taxation: 
Financial Statistics of Cities having a 
Population of over 30,000, published by 
the Bureau of the Census in the Depart- 
ment of Commerce, and the reports 
made by C. E. Rightor on the compara- 
tive tax rates of cities which have been 
published in the December issues of the 
National Municipal Review from 1922 to 
date.! These two compilations indicate 
the proportion of total city revenues 
realized from the general property tax 


PP ivctigene no one who has given 


1Mr. Rightor is chief accountant of the Detroit 
Bureau of Municipal Research. 


and the percentage of the total assess- 
ment under this tax which is borne by 
real estate. 

The last issue of the Bureau of the 
Census report? describes municipal rev- 
enues for roughly the same group of 
cities as are included in this multi-family 
housing study as follows: 


“The total revenue receipts in 1928 of the 
250 cities having a population of over 30,000 
were $3,114,169,311, or a per capita of $71.64. 
This was $754,682, 190 more than the total 
payments of the year, exclusive of payments 
for permanent improvements, but $281,953,- 
108 less than the total payments, including 
those for permanent improvements. In only 
68 of the cities was there sufficient revenue 
to meet all payments during the year. The 
payments in excess of revenue receipts were 
met from the proceeds of debt obligations. 
The classification of the revenues is presented 
in the following table: 


REVENUE REcEIPTs: 1928 























Per cent 
Total Per Distri- 
(ooo omitted)| Capita bution 
All revenues......... $3,114,169 | $71.64 100.0 
General property taxes. 1,993,265 45.85 64.0 
Special property and other 
special taxes........... 69,956 1.61 2.2 
POMP TERO8. 0c cc cccese 5,356 0.12 0.2 
License taxes............ 95,488 2.20 3-1 
Special assessments....... 249,562 5-74 8.0 
Fines, forfeits and escheats 18,881 00.43 0.6 
Subventions, donations, 
and pension assessments 166,289 3.83 5.3 
Interest, rents, and high- 
way privileges Rauewn ets 140,657 3.24 4-5 
Earnings of general de- 
partments............. 76,758 1.77 2.5 
Earnings of public service 
enterprises............ 297,957 6.85 9.6 





From data given in a more detailed 
table in this same report, summarized in 
Table XIII, it is clear that the prominent 


2 Financial Statistics of Cities Having a Population of 
over 30,000: 1928, Bureau of the Census, Department 
of Commerce (1930), p. 3. This is the preliminary form 
of the report for 1928. 
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TaBLe XIII. 


REVENUES AND SizE Groups oF CITIES, 1928* 


DIsTRIBUTION OF REVENUES OF AMERICAN CITIES BY CLASS OF 














Percentage of Total Revenue Received 
Classes of Revenue Cities with | Cities witn | Cities with | Cities with | Cities with 
Population | Population | Population | Population | Population 
over from 300,000 | from 100,000 | from 50,000 | from 30,000 
500,000 to 500,000 | to 300,000 | to 100,000 to 50,000 
(13 (11) (63) (92) 71) 
General property taxes, special property 

taxes, and poll taxes............... 67.12 63.76 65.91 66.44 66.17 
DN AOBIME ONES 6.5 cet cce- Sete anode oan 3-24 4.09 2.45 2.51 2.39 
Special assessment and charges.......... TES: 7.19 8.58 10.18 8.42 
Subventions, donations, and pension as- 

MNMNONID <5 aoe s cies eros oak 4.70 Fane Cee! 5.89 5.91 
Earnings of general departments........ 2.26 3.21 aay 2.64 299 
Earnings of public service enterprises... . 8.75 9-93 11.17 9.79 11.66 
All other revenue...............2.0005- 6.40 4.25 3-90 2.55 2.72 




















*Data from Financial Statistics of Cities Having a Population of over 30,000: 1928, Bureau of the Census, Department of 


Commerce, p. 6. 


position of the general property tax in 
the municipal revenues of all cities over 
30,000 is found in all size groups of cities 
and appears to be a characteristic com- 
mon to the revenue systems of practi- 
cally all American cities. Although these 
data do not make possible the separation 
of receipts from the general property tax 
from special property and poll taxes, 
these latter two sources of revenue are 
not sufficiently large to invalidate the 
comparison made. 

This reliance of cities on the general 
property tax has been practically un- 
changed throughout the eight-year peri- 
od covered by this study. The Bureau 
of the Census reported the following per- 
centages of receipts from general prop- 
erty taxes alone to total municipal rev- 
enues for the same classes of cities in 
192133 

Percentage of General 


Property Tax Receipts 
to Total Revenues 


Class of Cities 


All cities over 30,000....... 65.1 
MOVER GOGOOD 5 soe. 0. 5-6-6:6.0'0 0160 67.0 
300,000 tO 500,000.......... 56.8 
100,000 tO 300,000.......... 64.7 
50,000 tO 100,000........... 63.2 
905000 0 §G,000.... «<:<:6.. 6:2» 63.8 


These data indicate quite clearly that 
the general property tax supplied ap- 


proximately 24 of the revenues of the 
class of cities included in this study. 
This fact in itself, however, would have 
little significance in this analysis of 
apartment-house construction, but it 
does become of consequence in conjunc- 
tion with the statement that the general 
property tax in American cities has been 
consistently evaded by personal prop- 
erty and now rests largely on real estate. 
The data collected by Mr. Rightor and 
referred to above‘ contained for each 
year since 1921 the distribution of total 
property assessment between realty and 
personalty. The average percentage of 
the total annual assessments borne by 
realty was computed for each of the 
cities in this study which had reported 
this item for three or more vears from 


1921 to 1928 (Table XIV). 


3 Financial Statistics of Cities Having a Population of 
over 30,000: 1927, Bureau of the Census, Department 
of Commerce (1922), p. 83. 

4 Rightor’s reports which were used include: 

(a) ‘‘A Commentary upon the Comparative Tax Rates 
of Thirty-Two Cities, 1922,” 11 National Mu- 
nicipal Review 412-416 (December, 1922). 

(b) ‘Commentary upon the Comparative Tax Rates of 
177 Cities, 1923,” 12 Ibid. 719-728 (December, 
1923). 

(c) “The Comparative Tax Rates of 184 Cities, 1924,” 
13 Ibid. 698-708 (December, 1924). 

(Footnote 4 continued on page 191) 
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TaBLe XIV. Averace PercentaGE OF REALTY 
To Totat Property ASSESSMENT 











Percentage of Realty to 
Total Assessment Number of Cities 
LEC ee eer 195 
MESO esate cre erie I 
IOC eases ciosicni ee aucces 2 
(SO Seen eraser 26 
FLEUR ee Re PoE aCe 85 
NNN ois cect ss cresevaieue 46 
QE MOO beer eti nis Conran aoe 35 








In 85% of these cities realty assess- 
ment was over 70% of the total property 
valuation for tax purposes. 

The data published so far by the Bu- 
reau of the Census for 1928 do not cover 
this point, but the 1927 report gives the 
percentages of real property to total 
assessed valuation by size groups of cities 


(Table XV). 


TaBLeE XV. PERCENTAGE OF REAL PROPERTY 
To Torat AssEssED VALUATION* 











Percentage of Realty 
Classes of Cities to Total Assessed 
Valuation 

All cities over 30,000....... 82.46 
OVEr 500,000... 6. 62s cess 85.77 
300,000 tO 500,000.......... Fis Bhd) 
100,000 tO 300,000.......... 79.20 
50,000 to 100,000........... 79.10 
30,000 to §0,000......... Poe 80.85 








*Computed from Financial Statistics of Cities eng 
Population of over 30,000: 1927, Bureau of the Census, De- 
partment of Commerce (1929), p. 454. 


This role of realty as the chief, and in 
some cases the only, supplier of munici- 
pal revenue under the general property 
tax has been carried with comparatively 
little change throughout the period 


(Footnote 4 continued from page 190) 

(d) ‘The Comparative Tax Rates of 215 Cities, 1925,” 
14 Ibid. 753-763 (December, 1925). 

(e) “Comparative Tax Rates of 215 Cities, 1926,” 
15 Ibid. 706-717 (December, 1926). 

(f) “Comparative Tax Rates of 215 Cities, 1926,” 
15 Ibid. 706-717 (December, 1926). 

(g) “Comparative Tax Rates of 249 Cities, 1927,” 
16 Ibid. 778-789 (December, 1927). 

(h) “Comparative Tax Rates of 237 Cities, 1928,” 
17 Ibid. 751-763 (December, 1928). 

5 Essays in Taxation (New York: Macmillan Co., 

1921), 9th ed., p. 343. Professor Seligman, in the sen- 


covered in this study. Professor E. R. 
A. Seligman wrote most frankly in 1921: 


“Individual property and individual in- 
come can not, in modern times, be localized; 
and therefore a local tax on general property 
or general income becomes increasingly diffi- 
cult to administer. This is one of the chief 
reasons why the general property tax is be- 
coming a farce in the United States, just as it 
explains why it has long since disappeared 
practically everywhere else in the civilized 
world. But it also enables us to understand 
the reason why the modern income taxes, 
and even the property taxes where they 
exist, are based upon the broader, and not 
the narrower, administrative foundation. 

“What applies to the general property 
tax applies to many other general taxes. The 
one important category of revenue, however, 
to which this administrative shortcoming 
does not apply is the tax on real estate, and 
thus everywhere we find local taxation com- 
ing more and more to assume the form of a 
tax on real estate. In some countries, as in 
England and Australia, this is now the fact 
by law... .””6 


Other figures could be worked out 
from the data collected by the Bureau 
of the Census and by Mr. Rightor; 
other quotations might be made from 
the writings of students of public finance. 
But those presented above make quite 
clear the fact that real estate, by con- 
tributing a very large percentage of the 
revenues raised by the general property 


tences immediately following those quoted, justifies the 
position of realty in local finance. 

“|. . The trouble with our American 
scheme is that the facts are developing in 
spite of the law, and not in accordance with 
the law. The tendency, however, throughout 
the world toward reliance for local revenues 
upon the real estate tax is not alone indis- 
putable, but also in complete harmony with the 
newer theories of finance” (p. 344). 

6 The difficulties of personal property assessment 
which result in placing the burden of the general prop- 
erty tax on realty are summarized in a chapter, “Assess- 
ment of Property for Taxation,” in A. E. Buck, Munici- 
pal Finance (New York: Macmillan Co., 1926), pp. 
374-5. He states that in most cities the personal prop- 
erty tax is either practically a voluntary contribution 
from the taxpayer or a penal contribution exacted by the 
administration in power. 
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tax during the period covered by this 
study, has supplied a large proportion of 
the current revenues of most American 
cities. 

The Hypothesis Stated 


Many real estate dealers and others 
concerned with urban real estate have, 
in recent years particularly, opposed this 
tendency in taxation and among other 
claims have stated that taxation was 
discouraging the ownership of residential 
properties. For example, an article by 
Mr. Arthur J. Lacy, an attorney of De- 
troit, Michigan, who is chairman of the 
Property Owners’ Division of the Na- 
tional Association of Real Estate Boards, 
contains these sentences: 


«“ 


. . . High land taxes discourage home 
ownership. It will be a sad day for America 
if the tax burden becomes so great as to 
make home owning a luxury. Low taxes on 
homes is the best form of paternalism.” 


The facts presented on the burden of 
taxation on real estate and such claims 
as this one put forward by Mr. Lacy sug- 
gest the hypothesis that a strong multi- 
family house movement may be asso- 
ciated with heavy tax burdens on realty. 
It is imperative, however, to distinguish 
such an hypothesis from statements like 
those of Mr. Lacy. Even if it be sup- 
ported by the evidence resulting from 
its testing, the hypothesis differs from 
the contentions of the property owners’ 
organizations in two essential charac- 
teristics. First, the claims such as Mr. 
Lacy’s condemn present local tax policies 
as unfair, discriminatory, and generally 
undesirable; the hypothesis and any 


7“The Taxation of Real Estate” in Annals of Real 

Estate Practice, 1930 (Chicago: National Association 

of Real Estate Boards, 1930), p. 417. He also writes: 
“|. . Although real estate now represents less 
than ¥% of the wealth and produces but about 20% 
of the income of the nation, approximately 80% of 
the revenue receipts of state, county, city and local 
governments come from property taxes . . . One 


of the purposes of the organization of the Property 


generalizations which may be drawn 
from it are not concerned with the fair- 
ness or unfairness, injustice or benefi- 
cence, of the tax system. The conclu- 
sions drawn, of course, may be used as 
evidence of fairness or desirableness or 
their reverse, but such judgments are 
distinct from and in addition to the ques- 
tion of correlation or association between 
apartment-house increases and heavy 
taxes on realty. In the second place, 
Mr. Lacy and others who write with a 
similar purpose always assume that 
heavy taxes on realty cause a decline in 
home ownership and thus force people to 
move into rented quarters which, of 
course, usually means into apartments. 
The hypothesis in this study makes no 
mention of and contains no assumption 
of a narrow cause and effect relationship 
from taxes to the construction of apart- 
ment houses. It is conceivable that 
heavy taxes may cause apartment living; 
it is equally conceivable that the greater 
congestion of population which goes 
with present apartment living may in- 
crease the need for and standards of mu- 
nicipal service and thus affect the tax 
rate. However, neither of these situa- 
tions excludes the other. Again, both 
high taxes and a strong multi-family in- 
crease may have resulted from another 
influence or combination of influences. 
The question of which of these lines of 
influence is the most acceptable explana- 
tion (if indeed any of them is satisfac- 
tory) is again a different problem from 
the one now at hand of ascertaining the 
association or lack of association between 
the two phenomena. 


Owners’ Divisions sponsored by the National Asso- 
ciation of Real Estate Boards is to attempt to 
rescue real estate from this undue and dispropor- 
tionate burden .. . ” (pp. 415-6). 
If “property taxes” in the first sentence quoted means, 
as the context implies, taxes on realty, this sentence is 
a clear overstatement of the case, at least as far as city 
governments are concerned. 
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Indexes of Tax Burdens 


Stated in specific terms, the hypothe- 
sis which this study will consider is that 
among the cities included here, those 
which have the heavier tax burdens on 
real estate also have experienced the 
more rapid increases in apartment-house 
construction from I921 to 1928. Three 
measures or indexes of the tax burden on 
real estate in the different cities have 
been worked out from the data compiled 
by Mr. Rightor:§ (1) the average of the 
“final readjusted tax rates” for all cities 
for which this item is given in three or 
more of the annual reports from 1922 
through 1928; (2) the average percent- 
age of realty assessment to total assessed 
valuation for all cities for which this 
item appears in three or more reports; 
and (3) a composite tax burden factor 
which, for each city, is the product of 
(1) and (2), computed for all cities which 
have data for both (1) and (2) in three 
or more of the annual reports. 

The limitation of these indexes to 
averages of the items in three or more 
annual reports is an arbitrary regulation 
to be justified solely by the character- 
istics of the data. It seemed necessary 
that data for more than one year should 
be required for an index supposed to be 
representative of an eight-year period. 
On the other hand, the small number of 
cities reporting in the early years, par- 
ticularly in 1922, and a degree of irreg- 
ularity in the cities included from year 
to year reduced the number of cities ‘re- 
porting these items for all the years to 
29. Such a sample seemed inadequate, 
and a compromise between completeness 
of the data and the size of the sample 
was made. This action was further 
justified by the fact that for most of the 
cities the variation in tax rate and per- 
centage of realty to total assessed valu- 





8 See footnote 4. 


ation from year to year is quite small so 
that the average of seven years would 
not, for most cities, differ radically from 
that of three. In addition to the mini- 
mum requirement of three items in each 
city index, a very few cities which had 
figures for three or four years in either 
tax rates or realty percentages were ex- 
cluded because they varied so radically 
that some question might be raised as 
to the representativeness of the average. 

Table XVI presents the results of the 
quartile-group classification of cities ac- 
cording to the averages of Rightor’s 
computed ‘“‘final readjusted tax rate.” 
It should be understood that, where ad 
hoc taxing bodies overlap the municipal 
limits proper, the tax rate given is a 
composite one, i. e., the city rate plus the 
rate of the park, sanitation, or other 
special purpose levy. The data used are 
further described by Mr. Rightor in 
these words: 


“The bare tax rates would be of little value 
without certain pertinent data, and for this 
reason the table reports the population, 
assessed valuation, percentage of real and 
personal property, the date the city’s fiscal 
year begins, and the date that city taxes are 
levied. Because the legal basis of assessment 
in some states varies from 100% of true or 
market value, it becomes necessary to adjust 
the given rates to a uniform 100% basis for 
all cities, in order that a correct and direct 
comparison between cities may be made of 
the total rate. This is done in the column 
‘Adjusted tax rate.’ 

“Further, because it is generally accepted 
that the legal basis of assessment (predomi- 
nantly 100% of true cash value) cannot be re- 
alized in actual practice, attempt is made to 
indicate what the actual tax burden would be 
in each city were full value uniformly used. 
The result of such readjustment is presented 
in the last two columns, and manifestly must 
represent merely the best estimates that can 
be made.® 


9 17 National Municipal Review 751 (December, 1928). 
Upon request, Mr. Rightor elaborated this explanation 


(Footnote 9 continued on page 194) 
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The Hypothesis Tested 


The cities for which Rightor’s reports 
included readjusted tax rates for three 
or more years from 1922 through 1928 
were arrayed and divided into quartile 
groups (Table XVI) according to aver- 
ages of these rates. The quartile groups 
are arranged in order of the expected in- 
crease in apartment-house percentages 
under the hypothesis. Each quartile 
group is divided into two parts—cities 
above and below the medians of their 
different size groups in persons per indi- 
vidual income tax return filed in 1925. 
This ratio is taken to measure roughly 
the economic wealth or well-being of the 
cities’ populations; a low ratio, of course, 
indicates a well-to-do community; a 
high ratio, a poorer city. These sub- 
classifications are included in Tables 
XVI, XVII, and XVIII to see if tax bur- 
dens are more closely connected with the 
movement toward apartment houses in 
the poorer than in the wealthier cities. 
One might expect that heavy taxes on 
real estate would discourage more pros- 
pective builders and buyers of single- 
family homes and thus lead to a larger 
increase in apartment-house construc- 
tion in the poorer than in the relatively 
well-to-do cities. 

Although quartile group 1 shows a 
very strong apartment movement, the 
results of the classification do lend some 
support to this method of testing the 


(Footnote 9 continued from page 193) 
in a letter dated Febuary 6, 1931: 

: . the only basis for our ‘estimated ratio of 
assessed value to legal basis’ is the figure furnished 
in each instance, by our correspondents. The tab- 
ulation each year is the result of a questionnaire 
sent out to Bureaus or Taxpayers Associations in 
cities having same, or to city officials or chambers 
of commerce in the other cities. Our task is merely 
to tabulate same, and we accept their ratio, and 
when same is omitted we use the ratio last reported 
for that city. 

“T have not attempted a comparative study of 
the ratios reported for any city during a period of 


hypothesis. Groups 3 and 4 both have 
very strong multi-family house increases 
and, more notably, exclusion of New 
York, Chicago, and Philadelphia from 
group 3 causes a comparatively slight re- 
duction in the apartment-increase figure. 
This latter fact is contrary to the results 
of withdrawing New York and Chicago 
from most other groups and suggests 


that the connection of high tax rates and: 


multi-family house increases is independ- 
ent of the supplementary action of pop- 
ulation size. The high apartment-in- 
crease figure in quartile group I might be 
taken to mean that cities which keep 
their tax rates below 20 mills on the dol- 
lar probably do so in many instances by 
skimping on desirable city services and 
hence are not attractive places for per- 
sons able and willing to build single- 
family residences. Additional support 
for this view is found in the particularly 
large increase in apartment houses in the 
subgroup of cities above the average in 
economic status as evidenced by persons 
per individual income tax return. This 
interpretation, however, should be ac- 
cepted only after a careful study of the 
municipal organization and services of 
cities in this group, a task beyond the 
scope of this study. 

The subclassifications under the quar- 
tile groups are according to the measure 
previously used of community income or 
economic well-being, i. e., persons per 
individual income tax return in 1925. 
The first subgroup under each quartile 
class represents the wealthier towns of 


years, but I think if such study were made it 
would show that there has been a slight tendency to 
report the ratio more nearly exactly from year to 
year. In some cases you will note that it is still 
reported 100%, which of course is merely because 
the law states 100% of true cash value shall be the 
basis of assessment. In other cases, I assume that 
the ratio furnished by our correspondents is just 
guess. Ina few instances, an actual study has been 
made, which permitted a rather exact figure to be 
used.” 
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Taste XVI. 


CHANGES IN PERCENTAGE OF FAMILIES PROVIDED FoR IN NEw 


Mutti-FAaMILY AND Two-FamILy CoNSsTRUCTION IN CiTIES CLASSIFIED 
BY AVERAGE ReapjyusTeED Tax RATE, 1921 To 1928 














Percentage of Total Increase in 
? Number | Families Provided for | Multi-Family | Change in 
Classes of Cities of in New Multi-Family House Two-Family 
Cities Houses Percentage Percentage 
1921-1928 1921-1928 
1921 1928 
Quartile Group 1 (average adjusted tax rate 
ee ee reer errr 50 17.63%] 45.70% 28.07 -4.65 
a. Cities below median of total group in 
persons per individual income tax re- 
turn (wealthier cities)............... 30 18.64 49.20 30.56 -1.21 
b. Cities above median of total group in 
persons per individual income tax re- 
turn (poorer cities)..............005. 20 13.07 28.78 15.71 -19.93 
Quartile Group 2 (20.28% to 24.22%)........ 51 21.14 32.18 11.04 3.56 
a. Cities below median of total group in 
persons per individual income tax 
GUE osteo Siow wt ce orer cranes ea donee wet 2 2g, 6. 11.46 31 
b. Cities above median of total group in . ities sii 7 i 
persons per individual income tax 
RG EMERR ect sycr scan ccmiemere aes tic racs aa 7.68 16.30 8.62 68 
Quartile Group 3 (24.23% to 27.38%)........ ° . 86 69.1 : -11.8 
(New York, Chicago and Philadelphia ’ m ati 7 , 
excluded)...... eitieeteiaceaceescs SOD (10.80) | (40.59) (29.79) (-1.19) 
a. Cities below median of total group in 
persons per individual income tax 
ROGUE Nigsxensye ccctelos ve unre rocharNencct fers feos 24 38.26 74.95 36.69 —13.00 
(New York and Chicago excluded)... . (22) (11.65) | (42.16) (30. 51) (2.05) 
b. Cities above median of total group in 
persons per individual income tax 
MOGURE Ys feito ctt ccc eget eusleey ee eae faterens 26 8.61 32.18 23.57 -3.39 
(Philadelphia excluded).............. (25) (9.20) (38.14) (28.94) (-5 .98) 
Quartile Group 4 (27.39% to 45.74%)...-.+-- 50 12.55 43-39 30.84 -7.50 
a. Cities below median of total group in 
persons per individual income tax 
ROOM icc dg ce essen eae mel aciees 25 12.94 42.68 29.74 —2.87 
b. Cities above median of total group in 
persons per individual income tax 
FOCUIN..... cece cece ccc scccceccnes 25 12.01 44.43 32.42 —13.40 




















that class, in which building might be 
expected to be less closely connected 
with the height of the tax rates. This 
suggestion is opposed by the results. 
In Table XVI the subclasses of the 
wealthier towns had considerably strong- 
er apartment increases in three of the 
four quartile groups. 

10 Another possible index of the weight of taxation on 
residential urban realty which seems to promise an 
interesting comparison of cities is that based on the per- 
centage of assessed to market values by different classes 
of land use, i. e., office and store buildings, industrial 
property, single-family residence use, etc. The data, 


however, are not available for such a comparison of any 
considerable number of cities. For a discussion of 


Table XVII records the results of test- 
ing this hypothesis (that large apart- 
ment-house increases are associated with 
heavy taxes on urban real estate) with 
the second index of the weight of taxes 
on realty; namely, the percentage of 
realty to total assessment under the gen- 
eral property tax.!° The resulting fig- 
ures of multi-family house increases sup- 


variations in assessment by types of land use in one city, 
see Herbert D. Simpson, Tax Racket and Tax Reform in 
Chicago (Chicago: Institute for Economic Research, 
1930), particularly charts on pages 39, 51, 73. and 175 
with accompanying tables and text. 
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port the hypothesis rather more strongly 


than those presented in Table XVI based 
on average tax rates. The apartment in- 
crease in quartile group I is much more 
moderate than in Table XVI and, al- 
though this figure is considerably re- 
duced by the withdrawal of Chicago and 
Philadelphia from quartile group 2, the 
upper two groups reveal increasingly 
strong apartment-house trends. The ex- 
clusion of Chicago and Philadelphia re- 
duces the multi-family house increase 
figures markedly in group 2, but group 4 


without New York has exactly the same 
apartment-increase figure (38.92) as 
when this metropolis with its huge aggre- 
gate of residential building is included. 
The subgroupings according to com. 
parative well-being of the cities’ popu- 
lations show no clear tendency. In the 
two lower quartile groups the wealthier 
towns had stronger apartment move- 
ments. In the upper quartile groups, 
however, the reverse is true. 
Classification of the cities according to 
a tax burden factor which is found for 


TasBLeE XVII. CHamGes In PERCENTAGE OF FAMILIES PROVIDED For IN NEW 
Mutti-FaMity anpD Two-Famity House Construction 1Nn CITIES 
CLASSIFIED EY PERCENTAGE OF REALTY To ToTAL ASSESSMENT, 

1921 To 1928. 














Percentage of Total 
Number | Families Provided for | Increase in Change in 
Classes of Cities of in New Multi-Family | Multi-Family | Two-Family 
Cities Houses Percentage | Percentage 
1921-1928 1921-1928 
1921 1928 
Quartile Group 1 (41.3% to 73.8%).......... 49 14.69%] 30.07% 15.38 -3.71 
a. Cities below median of total group in 
persons per individual income tax re- 
turn (wealthier cities)............... 25 15.07 33.00 17.93 1.95 
b. Cities above median of total group in 
persons per individual income tax re-. . 
turn (DOOTEF CITIES)... 6. soe c cece es 24 14.03 a6.37 11.34 -13.75 
Quartile Group 2 (73.9% to 79.0%).......... 49 24.66 51.4 . 26.83 -1.54 
(Chicago and Philadelphia excluded)... .. (47) (17.69) (32. pa (14.41) (2.83) 
a. Cities below median of total group in 
persons per individual income tax 
WURPRNIND reise ais cas cia iets Neprotsion asa ae ag 32.63 66.04 33-4 —3.27 
(Chicago excluded).................. (21) (24.63) (41.81) (17. t8) (3.90) 
b. Cities above median of total group in 
persons per individual income tax 
WINN vo esitiviersinertisg 4 asin eine Mw tsa 27 5.81 20.90 15.09 2.71 
(Philadelphia excluded).............. (26) (5.59) (19.22) (13.63 (1.89) 
Quartile Group 3 (79.1% to 87.3%).. 2 49 21.29 41.69 20.40 1.33 
a. Cities below median of total group i in 
persons per individual income tax 
TT ae al OE OU ed OOo 30 23.40 41.12 17.72 §.11 
b. Cities above median of total group in 
persons per individual income tax 
SPREE Sos Sov aid cores wipes eeivie reese 19 12.62 44.39 31.97 —14.50 
Quartile Group 4 (87.4% to 100%).......... 48 35.97 70.69 38.92 -13.97 
(New York excluded).................. (47) (13.81) (52.73) (38.92) (-8. 54) 
a. Cities below median of total group in 
persons per individual income tax 
BONIS ye cite isos ciray eens nas hice ete 30 2.73 71.56 38.83 -13.75 
(New York excluded)................ (29) < 33) (51.93) (37.60) (-6.89) 
b. Cities above median of total group in 
persons per individual income tax 
ROURIO Ss sagcdwuenan ana en ara ewie ow 18 9.04 56.66 47.62 -18.75 
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each city by multiplying the average re- 
adjusted tax rate by the average per- 
centage of realty to total property assess- 
ment gives the results shown in Table 
XVIII. This tax burden factor should 
measure more accurately than either of 
the two simple indexes the comparative 
weight of taxes borne by real estate in 
different cities. Both the tax rate and 
the percentage of realty to the total 
assessed valuation of property alone may 
fail, in some cases, to measure accurately 
the tax burden on real estate. A high 
tax rate may be offset by a relatively 
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small percentage of realty to total assess- 
ment; a high percentage of realty assess- 
ment, on the other hand, might not indi- 
cate a heavy tax load if the tax rate were 
abnormally low. This tax burden factor 
places these unusual cases more correctly 
in relation to the other cities by taking 
account of and giving equal weight to 
both of the elements which make up the 
tax burden on real estate. The multi- 
family house increases in the quartile 
groups based on this factor do support 
the hypothesis, perhaps slightly more 
than the corresponding figures in Tables 


CHANGES IN PERCENTAGE OF FAMILIES PROVIDED FoR IN NEW 


MULTI-FAMILY AND Two-Famity House Construction 1N CITIES 
CLassIFIED By Tax BurDeEN Factor, 1921 To 1928 














Percentage of Increase in Change in 
Number | Families Provided for | Multi-Family | Two-Family 
Classes of Cities of in New Multi-Family House House 
Cities Houses Percentage Percentage 
1921-1928 1921-1928 
1921 1928 
Quartile Group 1 (4.76 to 15.33)............ 49 16.05%] 34.44% 18.39 -4.68 
a. Cities below median of total group in 
persons per individual income tax 
return (wealthier vy Pe ase ere so 30 17.86 37-97 20.11 1.75 
b. Cities above median of total group in 
persons per individual income tax 
return (poorer cities)................ 19 12.48 26.78 14.30 -17.08 
Quartile Group 2 (15.37 to 19.05)............ 49 20.50 39-17 18.67 Rg. 
(Philadelphia excluded)................ (48) (21.08) (41.23) (20.15) (1.13) 
a. Cities below median of total group in 
persons per individual income tax 
PORN as cca ewe itt noes 21 23.67 45.65 21.98 ¥.§2 
b. Cities above median of total group in 
persons per individual income tax 
MOG oo. se ccss sowie are ee ee ord oS hire 28 8.84 22.00 13.16 .06 
(Philadelphia excluded) ............. (27) (9.32) (20.98) (11.66) (. 69) 
Quartile Group 3 (19.06 to 23.93).. 48 34.60 “ 72 me 37.65 ~§2.33.° 
(New York and Chicago excluded) ...... (46) (12.43) (34.97) (22.54) (1.34) 
a. Cities below median of total group in 
persons per individual income tax 
RMON es 3 pasion usin Gree Merenve eh ct es 30 36.41 74.98 38.57 -12.13 
(New York and Chicago excluded) . (28) (13.85) (41.52) (27.67) (1.67) 
b. Cities above median of total group in 
persons per individual income tax 
BORN ooo. 6:5 sesso sta ence Se eit gies Ae 18 6.84 16.00 9.16 1.31 
Quartile Group 4 (23.94 to 33.76).. estes 49 13.16 50.19 37.03 -10.23 
a. Cities below median of total group in 
persons per individual income tax 
ROGGE he red ir en ara nea te 26 E345 45.32 31.87 4.19 
bh. Cities above median of total group in 
persons per individual income tax 
HOCUS” Gikeoy eo wk ca emo aan ees 34 12.64 59.07 46.43 -21.20 
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XVI and XVII. The withdrawal of 
New York and Chicago from group 
3 reduces the apartment-increase figure 
sharply and use of this figure in the series 
reveals a gradation in the measures of 
apartment-house increase from 18.39 in 
group I to 37.03 in group 4 with the 
sharpest rise from group 3 to group 4. 

Again the subclassifications indicate 
that comparative wealth of the various 
communities is not a contributing factor 
working with tax burdens in most cities. 
In three out of the four quartile groups 
the wealthier towns have the stronger 
apartment-house trend. This is not the 
case, however, in group 4 comprising 
those cities which have the heaviest bur- 
den on real estate. Comparison with 
the two preceding tables shows that the 
subclassification of poorer cities in quar- 
tile group 4 has had a very strong apart- 
ment-house increase in all three cases. 
Further, the only other quartile group 
in which this result was shown was 
group 3 in Table XVII, i. e., in the 
poorer cities which, as a group, had next 
to the largest percentages of realty to 
total property assessment. This pos- 
sibly may mean that, when tax burdens 
become very heavy, low income levels in 
the different cities are influences contrib- 
uting to a strong multi-family move- 
ment in residential building. 

The record of two-family-house con- 
struction shows sharp drops in the fourth 
quartile groups in all classifications, a 
tendency similar to that found for cor- 
responding groups in the measures of 
transit facilities..1. Apparently, as far as 
association with other economic phe- 
nomena is concerned, the two-family 





1 “Transit and the Trend of Multi-Family Housing,” 
7 Fournal of Land & Public Utility Economics 36-45 
(February, 1931). 


house resembles the single-family resi- 
dence rather than the apartment. The 
grouping of two-family houses as multi- 
family dwellings, as is sometimes done, 
would seem to be a very questionable 
practice. The two middle groups in 
Tables XVI, XVII, and XVIII show a 
mixed record for two-family houses but, 
particularly after the influence of New 
York, Chicago, and Philadelphia is elim- 
inated, the tendency is toward a slight 
relative increase. Small decreases in 
two-family construction are shown in all 
groups of cities with the lightest tax 
burdens. Perhaps the most interesting 
fact is that in both quartile groups 1 and 
4 in all three classifications, which are 
the classes with clear tendencies in two- 
family-house construction, the decreases 
are very pronounced in all cases in the 
poorer cities, i. e., those which are above 
the median in persons per individual in- 
come tax return. 


Summary 


The hypothesis derived from the sur- 
vey of local taxation policies of American 
Cities is, in the main, substantiated. A 
fairly high degree of correlation is indi- 
cated between heavy tax burdens on 
realty and strength in the multi-family- 
house movement according to all three 
measures of real estate tax burdens which 
are available. This connection appears 
to be independent of the economic well- 
being of the different cities except in the 
case of cities with the very heaviest taxes 
in which the poorer communities show 
very high figures of apartment-house in- 
crease. As a tentative statement which 
might become an hypothesis for another 
study it may be said that the lowest tax 
rates, in themselves, seem not to be con- 
nected with single-family-house building. 
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Summaries of Research 


Recent Developments in the Electric Light and Power 
Industry as Disclosed by the 1927 Census 


N analysis of the 1927 report of the 
United States Bureau of the Cen- 


sus on Central Electric Light and 
Power Stations shows the period from 
1922 to 1927 to have been one of very 
rapid growth. This is revealed by ex- 
amination of the factors measuring pro- 
duction capacity and output of estab- 
lishments; namely—value of plant and 
equipment, horsepower of prime movers, 
kilowatt capacity of generators, and pur- 
chased and generated output of estab- 
lishments. The rate of increase for these 
factors ranged from 79.9% to 121.8%, 
and in each case was greater than that 
for the five-year period immediately pre- 
ceding (See Table I). 

The most rapid development of the in- 
dustry occurred in the West South Cen- 
tral District! of the United States. Here 
the rates of-increase of important items 
were as follows: kilowatt hours gener- 
ated, 214.5%; horsepower of prime mov- 
ers, 149.7%; current sold to ultimate 
customers, 202.6%; number of custom- 
ers, 87.2%; revenues from electric ser- 
vice, 127.9%. 

The rate of growth in municipally 
owned establishments, measured by pro- 
duction capacity and output, was less 
rapid than that in privately owned estab- 
lishments (See Table I). Furthermore, 
except in the kilowatt capacity of gen- 
erators and the horsepower of prime 
movers, the rate of growth of municipal 
establishments in the period from 1922 
to 1927 was less than that from 1917 
to 1922. The Pacific states? reported 
the most rapid rate of increase for munic- 





1 Arkansas, Louisiana, Oklahoma, and Texas. 


ipal establishments in the 1922-1927 
period; kilowatt hours generated increas- 
ing 137.7%; horsepower of prime movers, 
96.2%; revenues from electric service, 
138.0%. In terms of the value of plant 
and equipment, and of the other factors 
noted above, the importance of munici- 
pally owned establishments was greater 
in 1927 than in 1922 although, relative 
to the industry as a whole, their impor- 
tance was slightly less. This is indicated 
as follows: the ratio of the value of plant 
and equipment of municipally owned 
establishments to that of all establish- 
ments dropped from 5.3% in 1922 to 
4.5% in 1927; that of the number of 
prime movers from 27.9% to 24.0%; that 
of the horsepower of prime movers from 
6.3% to 5.7%; kilowatt capacity of gen- 
erators from 6.3% to 5.5%; generated 
output from 4.7% to 4.5%; purchased 
output from 5.6% to 5.2%; total rev- 
enues from 8.0% to 6.2%; number of cus- 
tomers from 12.9% to 9.8%. In the num- 
ber of establishments, however, the ratio 
increased from 40.6% to 50.7%, thus in- 
dicating a slower rate of decrease in the 
number of municipal as compared with 
private establishments. 

Contrary to the situation in the coun- 
try as a whole, the Pacific states showed 
a marked increase in the relative impor- 
tance of municipal establishments from 
1922 to 1927. Here, the ratio of kilowatt 
hours generated by municipal establish- 
ments to the total increased from 8.4% 
to 13.2%; horsepower of prime movers 
from 11.5% to 13.6%; revenue from elec- 
tric service from 14.0% to 19.1%. Both 





2 Washington, Oregon, and California. 
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the West North Central states* and the 
Mountain states‘ reported an increase 
of about 1% in the ratio of the horse- 
power of prime movers of municipal 
establishments to that of all establish- 
ments. 

The large increase in the production of 
electric light and power was accompanied 
by a material decrease in the number of 
establishments,® thereby showing the re- 
Taste I. Rates or CHANGE oF Important ITEMS IN 

THE Evectrric Licht anp Power Inpustry— 


PrIvATE AND MunicIPAL, 1922-19273 
1917-1922 (a) 











Pri- | Mun- 
Year All | vate | icipal 
Number of Establishments [1922-1927] —31.8] —43.4] -14.8 
1917-1922| — 2.9] -10.7] 11.3 
Value of Plant and Equip- 
WON 65h ce 0c cece enor 1922-1927] 108.2] 110.0] 77.0 
1917-1922] 45.9] 44.2] 85.0 
Number of Prime Movers. . .|1922—1927| — 9.2] — 4.2] -22.0 
1917-1922] — 4.0] — 8.1 8.4 
Horsepowerof Prime Movers .|1922—1927} 79.9] 81.3] 60.0 
1917-1922| 53-4) 53-8) 49.0 
Kilowatt Capacity of Gener- 

MS x ois cco ba iee nia cane 1922-1927| 80.3} 81.9] 57.6 
1917-1922] 59.1] 59.4| 55.6 
Output—Generated........ 1922-1927] 85.4] 85.6} 79.8 
1917-1922] 58.4] 57.4| 80.7 
Output—Purchased........ 1922-1927| 121.8] 122.8] 104.4 
1917-1922; 78.0) 74.0] 192.3 
Total Revenues............ 1922-1927] 83.2] 86.6] 43.3 
1917-1922] 103.5] 102.8] 112.2 

PC Tee ee Te 1922-1927} (c) 66.3} (b) 
1917-1922] 101.5} 100.6] 113.5 
Number of Employees...... 1922-1927] 66.5] 72.5} 11.0 
1917-1922| 42.8] 43.8] 34.9 

Salaries and Wages......... 1922-1927] 73.1} 89.4] (b) 
1917-1922] 123.0] 124.5] 108.5 
Number of Customers...... 1922-1927] 71.4] 77.0| 29.4 
1917-1922| 77.0| 78.4|] 68.4 

















(a) Compiled from Census of Electrical Industries, 1927 
and 1922. 

(b) Not reported in 1927. 

(c) Because of the inclusion of certain data in 1922 and 
earlier years and the exclusion of these data in 1927 the com- 
putation of a comparable percentage is impossible. 


sult of the trend toward integration. The 
number of privately owned establish- 
ments decreased from 3,774 in 1922 to 
2,137 in 1927; municipal plants from 
2,581 to 2,198. Because of political 


3 Minnesota, Iowa, Missouri, North Dakota, South 
Dakota, Nebraska, and Kansas. 

4 Montana, Idaho, Wyoming, Colorado, New Mexico, 
Arizona, Utah, and Nevada. 


boundaries and other factors involved, 
the decline in the number of municipal 
establishments is not attributable chiefly 
to integration within the publicly owned 
industry as is the decline in the number 
of privately owned establishments. Mu- 
nicipal establishments do not often con- 
solidate and the decline in their number 
may be traced to the fact that the num- 
ber of municipal establishments which 
passed into private ownership exceeded 
the number of new municipal establish- 
ments. Detailed information on numer- 
ical changes in the technical character 
and type of ownership of electric estab- 
lishments is not available from the census 
material but, since the total horsepower 
of prime movers of municipal establish- 
ments increased 60% from 1922 to 1927, 
it is reasonable to suppose that the de- 
crease in the number of municipal estab- 
lishments resulted from discontinuance 
or sale of small generating establishments 
and of those purchasing all of their power, 
and that the remaining municipal gen- 
erating establishments are following the 
trend of the industry in developing larger 
units. 

A remarkable growth from 1922 to 
1927 was recorded in the average size of 
establishments reporting generating 
equipment, measured in aggregate horse- 
power of prime movers. For the indus- 
try as a whole, average size of establish- 
ments in 1927 was 14,689 hp.; for private 
establishments, 26,484 hp.; for munici- 
pal establishments. 1,766 hp. Similar fig- 
ures for 1922 were 4,454 hp., 6,943 hp., 
and 704 hp., respectively. 

Further evidence of the development 
of large units in the electric industry is 
the fact that the average size of prime 
movers has practically doubled—from 
1,499 hp. in 1922, to 2,968 hp. in 1927. 


5 The Census defines an establishment as “plant or 
plants and equipment operated under a single owner- 
ship.” 
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In 1922 prime movers with a horsepower 
of 500 or under represented 70.7% of the 
total number of prime movers, compared 
with only 55.5% in 1927; whereas the 
number in the 500- to- 2,000-hp. class in- 
creased from 15.1% in 1922 to 22.2% of 
the total in 1927; those in the 2,000-to- 
5,000-hp. class from 5.7% to 8.6%; those 
in the 5,000-hp.-and-over class from 8.5% 
to 13.7%. 

Steam turbines exceeded other prime- 
mover types both in number and in aver- 
age capacity. Total horsepower and 
average size of this type have been in- 
creasing steadily since 1907. In 1927 
their total horsepower capacity was 24,- 
323,304, amounting to 68.1% of the 
horsepower of all prime movers; their 
average capacity was 8,493 hp. Hydro 
turbines were second in importance with 
a total capacity of 9,844,263 hp., or 
27.6% of the aggregate. Average ca- 
pacity was 2,645 hp. The remaining 
4.3% of the aggregate horsepower was 
reported by steam engines with an aver- 
age capacity of 439 hp., and by internal 
combustion engines with an average 
capacity of 173 hp. 

This development of large-size units 
has been accompanied by an increase in 
the proportion of establishments pur- 
chasing all of their power. In 1922 only 
30.9% of all electric light and power 
establishments purchased all current, 
compared with 46.2% in 1927. The pro- 
portion of purchasing establishments was 
particularly high in the municipally 
owned group in 1927 with 49.4%, as 
against 43.0% for all privately owned 
establishments. In 1922, 32.6% of the 
municipal establishments and 29.8% of 
the private were purchasing establish- 
ments. 

In 1927 there were 185,449 miles of 
transmission line circuit in the United 
States. The East North Central states 
reported the largest mileage of any geo- 


graphic division—39,913 miles, or 21.4% 
of the total. Because of changes in the 
schedules asking for transmission line 
statistics, it is impossible to compare the 
1927 figure with those for earlier years. 
However, in view of the increase in the 
number of purchasing establishments 
and the development of larger units, it 
is reasonable to suppose that there has 
been a material increase in transmis- 
sion line mileage. It is interesting to 
note that current lost in transmission 
amounted to only 15.9% of the aggregate 
output in 1927 compared with 17.3% in 
1922. 

A comparison of the returns of hydro- 
electric establishments reporting water 
power of 1,000 hp.® or more for the years 
1922 and 1927 shows that this class of 
establishment has been developing rap- 
idly. In 1927 they reported 52.3% of all 
kilowatt hours generated, 50.1% of the 
total value of plant and equipment, 
40.1% of the revenue from electric ser- 
vice. The proportions for 1922 were: 
46.4%, 42.8%, 29.1% respectively. 

In 1927 the Pacific states reported 
that hydro-electric establishments gen- 
erated 90.3% of their current and had a 
rated capacity equal to 69.1% of the 
total capacity of establishments in that 
section. The Mountain states also re- 
ported a large proportion (86.2%) of 
their current generated by hydro-electric 
establishments, these establishments 
having 70.7% of the total capacity for 
that section. 

Both hydro turbines and internal com- 
bustion engines were relatively more im- 
portant for municipally owned establish- 
ments than for the privately owned. In 
1927 municipal establishments generated 
44.5% of their electricity by the use of 
steam prime movers, 47.8% by water 





6 This group was taken because comparable figures 
were available. It includes some establishments which 
report both water and other power. 
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prime movers, 7.7% by internal combus- 
tion engines. Similar figures for private- 
ly owned plants were 61.5%, 38.0%, and 
0.5%. The relatively greater importance 
of the internal combustion engine in the 
municipal establishments is perhaps due 
to the adaptability of this type of prime 
mover to small-scale generation. In 
1927, 45.3% of all kilowatt hours gener- 
ated by internal combustion engines was 
generated by municipally owned estab- 
lishments. The relatively greater impor- 
tance of the water prime mover doubtless 
arises from the fact that municipal own- 
ership is developing most intensively in 
the section of the country which reports 
the greatest proportion of hydro-electric 
establishments, namely the Pacific states. 

An analysis of the number of custom- 
ers, of current sold, and of revenue from 
electric service on the basis of the class 
of customer discloses certain interesting 
facts. By far the greatest number of 
customers consists of those receiving do- 
mestic service—73.7% of the total num- 
ber of customers for the industry as a 


7 Twenty-one and three-tenths per cent of the total 
number of customers of municipal establishments and 
10% of the total number of customers of private estab- 
lishments were undistributed by class of service because 
of incomplete information. It is probable that most of 
these customers belong in the “domestic service” class. 


whole, 74.3% of the customers of private 
establishments, 67.8% of the customers 
of municipal establishments.? Measured 
in terms of current sold, however, the 
large light and power customers were the 
most important group both for the in- 
dustry as a whole and for the privately 
owned plants. This group, including 
only 1.6% of all customers of the indus- 
try, purchased 52.7% of the current. 
Similar figures for private companies 
were 1.7% and 55.3%. The group pur- 
chasing the largest amount of power from 
the municipal establishments was the 
small power consumer, who although 
only 10.1% of the total number of cus- 
tomers purchased 44% of all power sold. 
Considering the industry as a whole the 
domestic customers pay the largest 
amount of revenue from electric service 
(28.9%), and large light and power con- 
sumers are second (27.4%). The propor- 
tion of revenue from electric service for 
the privately owned companies paid by 
the large power users slightly exceeds 
that paid by domestic consumers, 29.4% 
for the former and 28.0% for the latter. 
Domestic consumers pay 41.0% of all 
revenue from electric service received by 
municipal establishments and small pow- 
er users pay 30.3%. 
Marion R. SuMNER 





Public Utility Financing Through February, 1931 


EASURED by the volume of 
M new issues, public utilities were 
about twice as significant in the 

capital markets in 1930 as they were in 
1929.! In 1929 less than % of the total 
new corporate issues originated with 
public utilities, while in 1930 almost % 
had a public utility origin (Table I). 


1 The Commercial and Financial Chronicle has 
adopted certain retroactive changes in the classification 
for new security issues. These changes make necessary 
the recalculation of index numbers of the volume of 


The increase in comparative importance 
from 24 to 47% in the year just closed 
was assignable to a combination of two 
factors: (1) public utilities increased 
their new financing in 1930 about 5% 
over 1929 at the same time that (2) 
all corporate financing decreased in the 
same period more than 45% as compared 
with 1929. This increased importance 
public utility financing for several past years. This 


recalculation has not been completed in time for in- 
clusion in this summary. 
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of public utility issues is quite in con- 
trast with the tendencies of recent 
years. The highly speculative financing 
periods of 1928 and 1929 witnessed a 
marked decline in the relative im- 
portance of public utility issues. The 
1930 new financing by utilities was more 
important in the field of corporate 
financing than in any other year to date. 
Tas_e I, PercentaGe or Pusiic Uritity FINANCING 


1n Tota, New Corporate Issues, Unirep States* 
(In THousanps oF Do tars) 











Per- 

All Public centage 

Corporate Utility of Public 

Issues Issues Utility 

to Total 

1931—2 months.,.... $668 , 932, 223|$388, 373,623 58.1% 
CGD nksnsceeceesses 5,473,279 2,566,217 46.9 
1st quarter........ 1,844,714 892,926 48.4 
2nd quarter....... 2,119,758 907,354 42.8 
3rd quarter........ 965,514 454,779] 47-1 
4th quarter........ 543,293 311,158 $7-3 
rer er 10,076, 361 2,442,769 24.4 
January-September 8,722,029 2,163,125 24.8 
October-December . 1,304,232 279,644 21.4 
DO o5s%e-0 awesome 7,817,877 2,562,288 32.8 
_ _; SECURE CTE 7,319,196 2,977,378 40.7 
Se ee ee ne 5,299,554 1,967,951 37.1 
ee 4,738,110 1,725,034 36.4 
BOBS. ccccrcvcscseses 3,838,571 1,529,640 39.8 
SRP eae meri k 3,232,840 1,138,396 35-2 
Rr 3,073,282 980, 434 31.9 
BORE ccccccvcccccces 2,390,908 671,085 28.1 
eee eT 2,966,305 496,823 16.7 
ee re 2,739,654 462,272 16.9 














*Data taken from the Commercial and Financial Chronicle. 


The quarterly figures for 1930 financ- 
ing show that the first half of the year 
was of much greater importance in new 
flotations than were the second six 
months. Over 72% of the total corporate 
and over 70% of the public utility 
issues were put out during the first six 
months. Unfavorable market and in- 
dustrial conditions had a marked effect 
upon the raising of corporate and public 
utility capital, particularly during the 
second half of the year. 

To date in 1931 almost 60% of the 
new corporate flotations have been is- 
sued by utilities. The average monthly 
total of new issues for January-February, 
1931 is about 34 as large as the average 
1930 monthly total for all corporate 
financing, and about 90% as large as the 


1930 average monthly total of public 
utility issues. This suggests that the 
current year opens with financing ac- 
tivity somewhat below last year’s aver- 
age, but public utility activity has not 
declined as noticeably as the all cor- 
porate totals. 

Purpose of Issue. The amounts of 
new and refunding capital raised by 
corporations in general and by public 
utilities are summarized in Table II, 


Tas_e IJ. Amount or New AnpD REFUNDING CaPITAL 
Ratsep BY CoRPORATIONS IN GENERAL AND BY 
Pusuic UTILITIES, 1919-1931 
(In BiLiions oF Do.tars) 














All Public 
Corporate Utility 
Re- 
New | fund- New | fund- 
Total] Cap- | ing | Total] Cap-| ing 
ital | Cap- ital | Cap- 
ital ital 
1931—2 months..... -67 -47 +20 -39 25 14 
1930... ee eo aie -53 | 2-57 | 2-37 +20 
1st quarter. piaiereieine 1.84 | 1.73 II 89 86 -03 
2nd quarter...... 2.12 | 1.94 18 -91 86 05 
3rd quarter.......| .97 81 +16 -45 38 -07 
4th quarter....... 54 -47 .O7 31 -26 05 


eer rere 10.03 | 8.64 | 1.39 | 2-44 | 1.93 51 
yee ean EER 8.72 | 7-47 | 1.26 | 2.16 | 1.66 -50 
October-December} 1.30 | 1.17 13 28 27 Ol 














1928 6.08 | 1.74 | 2.56 | 1.81 75 
1927.. 5-39 | 1.93 | 2.98 | 2.07 91 
1926.. 4-36 -94 | 1.97 | 1.60 37 
1925 . 4-10 -64 | 1.73 | 1.50 +23 
ory 3-84 | 3-32 52 | 1-53 | 1.33 +20 
Cs ee 3-23 | 2-70 -53 | 1-14 89 +25 
BWOBB. cccccscnesces 3-07 | 2.33 74 -98 73 +25 
BORE vicisiccinc cise6s00e 2.39 | 1.82 57 -67 -49 -18 
Bh inven. att wae y sen 2.97 | 2.71 -26 50 33 32 
BQED osc ceca ccsccicf Seek | aae +44 -46 -28 18 














and the relative importance of new 
capital compared with the total of 
security issues is shown in Table III. 
Generally speaking, since I9gI9, new 
capital issues have been more important 
in the all corporate than in the public 
utility total. In comparing the figures 
for public utility financing for recent 
years, several observations may be made. 
The crash in October, 1929 apparently 
affected refunding operations more seri- 
ously than it affected the raising of new 
capital. During the first nine months of 
1929, about 34 of the public utility 
financing was for new capital purposes. 
In the last quarter of 1929, with a 
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TasBLe III. PercentaGe or New Capita IN Torat 
oF CorporaTE AND Pusuic Utiiiry FINnANcING, 














1919-1931 
Percentage of New Capital 
All Public 
Corporate Utility 

193I—2 months 70.9% 65.3% 
ORG peire reese eat 90.3 92.2 

Ist Quarter............ 93-7 96.4 

2nd quarter........... gl .4 94.6 

3rd quarter........... 83.7 84.2 

4th quarter........... 86.4 84. 
1° a ere era area 86.2 79.1 

January-September.... 85.6 77a. 

October-December... .. 89.9 95.3 
C0 Aaa ree eae tere 77.8 71.5 
10 7 ePaper ante oar ae 19-7 69.5 
Moshe oo 5: 6 areca atcchis us 82.2 81.3 
MB 6.0 ay i sia teya esata cers 86.5 86.7 
RN Oe an, oe aA 86.6 86.7 
BI oe node aes, cia ve earls 3.6 78.0 
RO ies cor hang aparece meee 76.0 74.1 
LO eR 76.2 78 
POO eases estas Gruen gI.4 77.0 
ROM oooh ec «oss era ere 84.1 60.3 











greatly reduced volume, refunding is- 
sues dropped to the almost insignificant 
figure of 5%. 

During the first two quarters of 1930 
the volume of new public utility capital 
issues increased very noticeably (from 
some 250 million in the last quarter of 
1929 to over 850 million in each of the 
first two quarters of 1930), while refund- 
ing operations continued small in vol- 
ume. Asa result, about 95% of the capi- 
tal raised during the first half of 1930 
was for new capital purposes. 

Apparently the raising of new capital 
has met with added difficulty (compared 
with refunding operations) since the 
middle of 1930, for public utility refund- 
ing capital increased from 5 to 15% of 
the total for the last two quarters of 
last year, and to 35% for the first two 
months of 1931. The increase in the 
relative importance of refunding capital 


2 This comparison of public utility and all corporate 
financing can paint only a broad background at best, 
showing in a large way how the utilities differ from or 
conform to a general tendency. The corporate figures 
here used include the public utility total; hence the 


in 1930 resulted, however, from a de- 
crease in the new capital flotations 
rather than from an increase in refund- 
ing issues. The relative importance of 
refunding issues in 1931 resulted from 
a further decrease in new capital, plus an 
increased volume of refunding. 

The trend of corporate issues has in 
general corresponded with that for 
public utilities, as far as the relative im- 
portance of new and refunding capital is 
concerned,” although this is not to say 
that all industrial groupings, nor in- 
dividual companies, have shown the 
same tendency. A characterization of 
the financing tendencies of individual 
companies, or even industries, is not 
feasible under the circumstances. 

Type of Issue. Table IV presents a 
comparison of the percentages of long- 
Tasie IV. PercentaGe ComParISON OF ALL Corpor- 


ATE AND Pustic Urinity Issues as to Types oF 
IssuE, 1919-1931* 

















All Public 
Corporate Utility 
Long | Short Long | Short 
-term| -term} Stock] -term| -term| Stock 
Debt | Debt Debt | Debt 
1931 
2 months........ 83.8%] 5.4%|10.8%|76.9%| 7-3%|15-8% 
S| ee arte 59-3 [12.0 |28.7 |56.9 [12.9 /|30.2 
1st quarter....... 71.8 6.1 |22.1 |68.4 7-4 |24.2 
2nd quarter...... 47-8 |12.1 |40.1 |42.7 8.2 |49.1 
3rd quarter....... 66.6 |13.7 |19.7 [75-9 |14.8 9.3 
4th quarter....... 48.9 |28.7 [22.4 137-7 |39.3 |23.0 
WN cineécnctecads 28.4 2.6 |69.0 |37.6 3-7 |5§8.7 
January-Septemb’r|27.5 2.3 |70.2 135-5 3.6 |60.9 
October-December!|33.7 9 161.4 |60.8 | 5.0 |34.2 
WO iiicccseesnws 50.0 3-5 145-5 |57-7 5-1 |37-2 
BOAP . cccccccccecs ste 4-9 |24.2 |66.8 4-7 |28.5 
Wes da tice euns 68.8 6.3 |24.9 |69.9 5-4 |24.7 
|. ere 8.2 |36.5 [59.5 8.7 131.8 
We ci co csce tern awe 9 |10.5 |22.6 157.5 8.4 134-5 
1923.. 71.7 5-6 |22.7 |71.3 5-7 |23.0 
aia 4-7 |20.3 164.5 4-7 |30.8 
9.0 |11.7 {70.5 |10.8 /|18.7 
22.3 136.1 |43-9 [44.0 |12.1 
Lo) RRS ere ee F 23-1 |19.7 |57-2 137-6 |54.6 7.8 























*Data from Commercial and Financial Chronicle. 


term debt (issues maturing later than 
five years), short-term debt (issues 
maturing up to and including five years), 


corporate movement would tend to partake of the 
characteristics of the public utilities, from purely an 
arithmetic rather than a financial-economic point of 
view. A detailed comparison of industrial groupings de- 
mands much more refinement than is possible here. 
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and stocks in the total corporate and to- 
tal public utility issues since 1919. A 
detailed explanation of the movements 
shown by this comparison is not pos- 
sible here, but several characteristics 
may be mentioned. 

Short-term financing becomes of 
greater comparative significance during 
periods of financial uncertainty and 
during unfavorable market conditions. 
Contrast, for example, the significance of 
short-term financing in I191I9-1920-1921 
with the subsequent years. During this 
unsettled period the public utilities 
apparently relied more upon short-term 
debt issues than did corporations gen- 
erally. 

The total corporate financing in- 
cludes a much larger percentage of 
stock issues during 1919 and 1920 than 
did the public utility financing. Since 
the all corporate figure includes the 
utilities as a component part, the state- 
ment seems justified that corporations 
other than utilities must have relied upon 
stock to an even greater degree than the 
all corporate figure would indicate. 
Individual differences between classes of 
non-utility corporations are to be ex- 
pected. The above statement is pre- 
sented, therefore, as an expression of a 
mass movement, and not as a characteri- 
zation of non-utility financing in specific 
instances. 

Following this initial period and until 
about 1927, long-term bonds found con- 
siderable favor as financing devices. 
During these years public utilities used 
relatively a greater proportion of stocks 
than during the early period, and other 
corporations relied upon stocks to a less 
extent. Long-term debt issues were of 
about equal relative importance in both 
the utility and all corporate totals. 
Short-term issues occupied a very minor 
position in both groups. 

Financing during the latter years of 


the period, particularly in 1928 and 1929, 
was affected by the highly speculative 
conditions prevailing in the financial 
markets. The outstanding characteristic 
of new financing by both utilities and 
other corporations was reliance upon 
stocks as a capital-raising device. This 
tendency toward stocks had its culmina- 
tion in the first nine months of 1929 
during which time 70% of the corporate 
and 61% of the public utility financing 
was by means of stocks. Utilities were 
apparently affected less than other 
corporations by the tendency toward 
use of stocks. With an increased use of 
stocks, long-term debt issues declined in 
importance. 

The market crash of October, 1929 
had as one immediate aftermath a de- 
crease in the relative importance of 
stock financing. This decline, it will be 
noted from the percentages, was more 
rapid in the case of utilities than in all 
corporations. 

Last year (1930) several noteworthy 
features emerged. One was a decrease in 
the comparative significance of stock to 
a more usual relationship, namely, about 
30% of the total of new issues, of both 
utilities and all corporations. This 
change was accompanied by an increase 
in the relative importance of short-term 
issues to about % of the total of utility 
and total corporate financing. The in- 
creased importance of short-term financ- 
ing in utilities and all corporations was 
cumulative, i. e., each quarter in 1930 
showed a higher percentage of short- 
term issues than the preceding quarter. 
In the public utilities, the volume of 
short-term issues did not increase ap- 
preciably until the last quarter. The in- 
creased importance of short-term financ- 
ing resulted, therefore, from a decrease 
in financing other than short-term. 
Long-term debt issues were also much 
more important in 1930 than in 1929, 
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TaBLeE V. WEIGHTED AND SIMPLE AVERAGE YIELD AT 
OFFERING Price or New Issues oF DEBT OB1.1GA- 
tions oF Pusuic Uriities, By HoLpinG AND 

BY OPERATING CompaANny Groups. 




















Weighted Simple 
Average Average 
Year Yield Yield 
Oper-| Hold-} All | Oper-| Hold- 
Issues| ating | ing | Issues} ating| ing 
1 st 
Ss Se 4.80% | 4.59% |5-32 % |4-98%|4-86%|5-53 % 
February......... 5-34 |5-15 |6.72 |5.64 |5.50 [6.05 
1st 2 months..... 4.87 |4.67 |5.40 [5-21 |5.07 |5-75 
OT Sere ere 5-24 15.09 [5-47 |5-51 |5-31 |5-86 
1st quarter....... 5-42 15-24 |5-77 |5-70 15-59 {5-91 
2nd quarter...... 5-29 15.25 |5-31 {5-62 [5.53 |5-88 
3rd quarter....... 5-09 14.93 [5-58 [5-31 |5-12 [5-93 
4th quarter....... 5-01 [4.87 |5.22 [5-15 [4-95 |5-71 
IR ic tcegteies mee are 5-35 |5-08 |5.75 |5-95 |5-73 |6.25 
1st quarter....... 5-47 |5-50 |5.46 |5.89 |5.83 |5-96 
2nd quarter...... 5.00 |4.82 |5.99 |5-97 |5-83 |6.19 
3rd quarter....... 5-86 [5.57 |6.08 |6.20 |5.53 [6.56 
4th quarter......./5.40 [5.19 |6.53 |5-84 [5-56 |6.45 
SR iiscscccevacense 5-26 |5.09 |5.39 |5-58 |5-41 |5-79 
DO 5-22 |5.13 |5-38 |5-58 |5.50 |5.80 
De iasigiee a encwant 5-52 15-38 |5.90 |5.70 |5.64 |5.90 
ga. 6:6:6:4:6°6\3:0:0:010'6s 5-59 |5-48 |5.78 15-83 |5.77 |6.09 
MES brs ace a «' sfvie'e-sie.e 5-97 |5-86 |6.50 |6.13 |6.08 |6.40 
: | er 5:99 |§.92 |6.58 |6.30 |6.27 |6.56 
[SRC rrr. 6 5:99 |6.68 |6.32 |6.26 |6.83 
EP eer 7-14 |7.09 |8.15 |7-50 |7.46 |8.05 
errr pe 7° 7.40 |7-63 |7-62 |7-58 |7-95 
Cisceesccceccess 6.57 |6.53 |6.67 |6.68 [6.63 |6.89 

















reaching a more customary figure of 
about 55 to 60% of the total financing. 
Price of Debt Capital. Using the 


weighted (per dollar) average yield at 


offering price to the investor as a 
measure, the cost of all public utility 
debt capital declined steadily in 1930 
from a high point of 5.42% in the first 
quarter to a low of 5.01% in the last 
(Table V). This decline in the cost of 
debt capital continued in 1931, with the 
per dollar average yield for all issues 
down to 4.87%. 

Comparing the yields on debt issues 
of holding companies and operating 
companies, it appears that the per- 
dollar price of operating company debt 
capital steadily declined from 1930 to 
1931, with the exception of a minor in- 
crease during the second quarter of 1930. 
The movement of the per-dollar yield on 
holding company issues was somewhat 
more erratic. 

The average per-issue yield on all pub- 
lic utility debt issues declined steadily 
from the third quarter of 1929 to the 
third quarter of 1930, increased slightly 
in the fourth quarter of last year, and 


declined again in 1931. 
Roy L. ReErerson 


Comments on Legislation and Court 
Decisions 


Aesthetic Considerations and Billboard Zoning 


the proposition that aesthetic 

considerations alone could not 
justify a restriction of the use of private 
property. This principle was applied to 
cases involving regulation of billboard 
construction and maintenance.! Modern 
law, however, seems to be drifting away 
from the old strictness of that doctrine. 

More than a decade ago the United 
States Supreme Court made history in 
billboard regulation in two decisions— 
Cusack v. City of Chicago and St. Louis 
Poster Advertising Company v. St. Louis®. 
In the Cusack case the Court decided 
that billboards could be put in a class 
by themselves and their erection for- 
bidden in residence districts. The osten- 
sible basis for the decision was that bill- 
boards, through accumulation of com- 
bustible material, offensive and insan- 
itary matter, etc., tend to become nui- 
sances in such districts. 

In the second case the court upheld 
an ordinance applying to all billboards 
throughout the city, prescribing their 
dimensions, distance from the ground, 
from other billboards and buildings and 
from the lot line. Again the decision was 
based on the relation of these regulations 
to public health and safety, but the court 
added this significant remark: 


A LINE of early cases established 


“Possibly one or two details, especially 
the requirements of conformity to the build- 
ing line, have aesthetic considerations in 
view more obviously than anything else. 


1 Varney v. Williams, 155 Calif. 198 (1909); Passaic 
v. Patterson Bill Posting Co., 72 N. J. L. 285 (1905); 
Bryan v. City of Chester, 212 Pa. 259 (1905); People 
ex rel. Wineburgh Advertising Co. v. Murphy, 195 N. Y. 
126 (1909); Chicago v. Gunning System, 214 Ill. 628 
(1905); State v. Whitlock, 149 N. C. 542 (1908). 


But as the main burdens imposed stand on 
other grounds, we should not be prepared to 
deny the validity of relatively trifling re- 
quirements that did not look solely to the 
satisfaction of rudimentary wants that alone 
we generally recognize as necessary.” 


From time to time state courts have 
recognized the growing importance of 
things beautiful in municipal develop- 
ment, as these excerpts indicate: 


“With the march of the times, however, 
the scope of the legitimate exercise of the 
olice power is not so narrowly restricted by 
judicial interpretation as it used to be. 
There is an aesthetic and cultural side of the 
municipal development which may be fos- 
tered within reasonable limitations . . . such 
legislation is merely a liberalized application 
of the general welfare purpose of the State 
and Federal Constitutions.’ 

“It seems to us that aesthetic considera- 
tions are relative in their nature. With the 
passing of time social standards conform to 
new ideals. As a race, our sensibilities are 
becoming more refined and that which for- 
merly did not offend cannot now be endured 
. :. Nauseous smells have always come 
under the bar of the law, but ugly sights and 
discordant surroundings may be just as dis- 
tressing to keener sensibilities. The rights 
of property should not be sacrificed to the 
pleasure of an ultra-aesthetic taste. But 
whether they should be permitted to plague 
the average or dominant human sensibilities 
well may be pondered.’® 
“, . . Why should not the police power pre- 
vail as well to suppress or prevent a nuisance 
committed by offending the sense of sight as 
to suppress or prevent a nuisance committed 
by offending the sense of hearing or the 
olfactory nerves? An eyesore in the neighbor- 
hood of residences might be as much a public 


nuisance and as ruinous to property values 


2942 U. S. 526 (1914). 

3 249 U. S. 269 (1919). 

4 Ware v. Wichita, 113 Kan. 153 (1923). 

5 State ex rel. Carter v. Harper, 182 Wis. 148 (1923). 

















me 
is | 
fac 


Co: 
cas 


mi 
cal 
su] 


v6 


im wa Lie >} 


fo) 


qo OS ON AS Sy OO 


-. SOs oa sas SS 





d on 
d to 
r re- 

the 


lone 


ave 


is- 


2Oo 1, un @ 














COMMENTS ON LEGISLATION AND COURT DECISIONS 209 


. as a disagreeable noise or odor, or a 
menace to safety or health. The difference 
is not in principle, but only in degree. In 
fact, we believe that the billboard case 


Cusack v. Chicago... 3; St. Louis Poster 
Company v. St. Louis . . . ; or the skyline 
case, Welch v. Swazey . .. ; or the case of 


Hubbard v. Taunton, 140 Mass. 467... 
might have rested as logically upon the so- 
called aesthetic considerations as upon the 
supposed other considerations of general 
welfare.’’® 


A number of other cases have said that 
an ordinance is not invalid merely be- 
cause aesthetic considerations enter in 
incidentally.’ But in every instance the 
court fell back upon a supposed relation 
between the regulations and fire haz- 
ards, police protection, sanitary condi- 
tions, traffic congestion, etc. Perhaps 
these matters were only “smoke screens” ; 
perhaps the dominating considerations 
were aesthetic.’ However that may be, 
it is important that the courts felt bound 
to cite these possible contributions to 
material needs in order to satisfy con- 
stitutional requirements.° 

In a late decision, General Outdoor Ad- 
vertising Co. v. Indianapolis, the Su- 
preme Court of Indiana seems to go a 
step farther. The advertising company 
had sued to enjoin the enforcement of an 
ordinance forbidding the erection or 


8 State ex rel. Civello v. New Orleans, 154 La. 291 (1923). 

7 Welch v. Swazey, 193 Mass. 364 (1907), aff. 214 U.S, 
91; Opinion of the Fustices, 234 Mass. 597 (1920); 
Pretz v. Messer, 112 Ohio St. 628 (1925); Liggets’ 
Petition, 291 Pa. 109 (1927); Ayer v. Commissioners on 
Height of Buildings, 242 Mass. 30 (1922); Cochran ». 
Preston, 108 Md. 220 (1908). 

8 See article by Henry P. Chandler, “Attitude of the 
Law Towards Beauty,” 8 American Bar Association 
Fournal 470 (1922). 

9 All three cases quoted involved a restriction of busi- 
ness establishments in residence districts. State ex rel, 
Civello v. New Orleans outlines the stock reasons for up- 
holding such ordinances: “ . the exclusion of busi- 


ness establishments from residence districts might en- 
able the municipal government to give better police 
protection; zoning... is a matter of economy in 
street paving . . . ; fire hazard is greater in the neigh- 
borhood of business establishments . . . (etc.).”” Ware 
v. Wichita and State v. Harper come close to holding 


maintenance of billboards within 500 
feet of any public park or boulevard. 
The case reached the Supreme Court on 
appeal from the judgment of the trial 
court in sustaining the defendants’ de- 
murrer. Therefore the plaintiff’s allega- 
tions that the boards were safely con- 
structed and the premises maintained in 
a clean and sightly condition were ac- 
cepted as true. Under those circum- 
stances the court held that the bill- 
boards were not nuisances per se and 
those existing at the time the ordinance 
was passed could not be removed with- 
out payment of compensation. The en- 
abling statute," as the court construed 
it, required such compensation but the 
ordinance did not provide for it, so to 
that extent the ordinance was held in- 
valid. 

Nevertheless, the constitutionality of 
the enabling statute and of the remain- 
der of the ordinance was sustained. That 
conclusion involved two propositions: 
(1) that existing billboards might be re- 
moved upon payment of compensation; 
(2) that the police power might properly 
be exercised to prohibit the erection of 
new billboards within the prescribed 
limits. 

Despite some early dissent,” the first 


aesthetic considerations alone sufficient; indeed State v. 
Harper cites Ware v. Wichita as holding that. But both 
cases fell back on orthodox support: 

“|... there is good ground for the view that a 
reasonable zoning ordinance has some pertinent relation 
to the health, safety, morals and general welfare of the 
community” (referring to Opinion of the Fustices, 234 
Mass. 597, which enumerated the material bases of such 
regulation)—Ware v. Wichita. 

““  .. the results which they [zoning restrictions] 
tend to accomplish are material, rather than aesthetic 
in their nature” (i. e., eliminate noise and dirt of in- 
dustrial establishments in residence districts, etc.)— 
State ex rel. Carter v. Harper. 

10172 N. E. 309 (1930). 

1 Indiana Ann. Stat. (Burns, 1926), § 10625. 

%Ernst Freund, Police Power, Public Policy and 
Constitutional Rights (Chicago: Callaghan & Co., 1904), 
sec. 181. 
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proposition is now considered sound;"* 
it simply means that aesthetic consider- 
ations are a sufficient public purpose 
for the exercise of the power of eminent 
domain. 

The second is the important question 
and the opinion thereon is quoted: 


“Under a liberalized construction of the 
general welfare purposes of the State and 
Federal Constitutions there is a trend in the 
modern decisions (which we approve) to 
foster under the police power an aesthetic 
and cultural side of municipal development, 
to prevent a thing that offends the sense of 
sight in the same manner as a thing that of- 
fends the senses of hearing and smelling 
. . . . But this trend must be kept within 
reasonable limitations for citizens must not 
be compelled under the police power to give 
up rights in property solely for the attain- 
ment of aesthetic objects . . . It has often 
been held that a city may not prohibit bill- 
boards therein merely because such boards 
are unsightly . . . under the law as it exists 
today aesthetic considerations alone are not 
considered sufficient to warrant the exercise 
of the police power to prohibit advertising 
billboards generally throughout the city. . .” 

“But aesthetic considerations enter in to a 
great extent as an auxiliary consideration, 
where the regulation has a real or reasonable 
relation to the safety, health, morals, or 
general welfare . . . and where a regulation 
of billboards does not apply to an entire city, 
but merely applies to billboards in close 
proximity to public parks and boulevards, it 
may properly have a relation to the public 
health, comfort and welfare which it did 
not otherwise possess. 

. . . An enjoyment of fresh air and sun- 
shine, and also the grass, flowers and trees is 
most important in securing the social, phys- 
ical and moral wellbeing of the people, and 
parks, as a means of providing these bounties 
of nature, have come to be considered as 
essentially necessary ...It is only rea- 
sonable that the surroundings of a_ park 
should be kept in harmony therewith if prac- 
ticable todoso... 


13 Attorney General v. Williams, 174 Mass. 476 (1899); 
Bunyon v. Commissioners of Palisades Interstate Park, 
167 App. Div. (N. Y.) 457 (1915); Matter of Clinton 
Avenue, 57 App. Div. (N. Y.) 166 (igor). 

14 See Commonwealth v. Boston Advertising Co., 188 
Mass. 348 (1905); Haller Sign Works «. Physical Cul- 


The court recognized that earlier cases 
involving substantially similar facts had 
reached a different result,’ but opined 
that such cases were out of step with 
modern legal thought. 

The careful reader will notice that the 
court starts out by paying lip service to 
the doctrine that “citizens must not be 
compelled under the police power to 
give up rights in property solely for the 
attainment of aesthetic objects.” Buta 
little further on it hedges a bit; now 
“aesthetic considerations alone are not 
considered sufficient to warrant the ex- 
ercise of the police power to prohibit ad- 
vertising billboards generally throughout 
the city.” (Italics ours). 

Thereupon it concludes that an aes- 
thetic purpose may enter in as “an 
auxiliary consideration” (that phrase 
has a familiar ring); a regulation which 


“applies to billboards in close proximity to 
public parks and boulevards . . . may pro 
erly have a relation to the public dace: @ 
comfort and welfare which it did not other- 
wise possess.” 


In describing the aesthetic considera- 
tions as “auxiliary” the court apparently 
is giving “auxiliary” a different meaning 
than it (or similar terms, such as, “‘in- 
cidental,” “‘ancillary,” etc.) has had in 
earlier cases. Here the restriction of 
billboards is “‘auxiliary” to the main- 
tenance of parks and boulevards. But so 
far as the opinion discloses (the court 
specifically declares that under the al- 
legations these billboards are not nui- 
sances per se), aesthetic considerations 
alone make their regulation “auxiliary” 
to such park maintenance; unlike prior 
courts, this court neither mentions nor 
hints at any other factor to justify their 
restriction. Therein lies the significance 
of this case. Mary Louise RaMsey 


ture Training School, 249 Ill. 436 (1911); State v. Lamb, 
98 Atl. (N. J.) 459 (1916); People v. Green, 85 App. 
Div. (N. Y.). 400 (1903). 
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Book Reviews 


Theobald, A. D. Financrat Aspects of 
SuBDIVISION DEVELOPMENT. Chicago: 
Institute for Economic Research, 1930. 
pp. tv, 88. $7.50. 

A most practical summary of the financial 
aspects of subdivision development, which 
should be of equal interest to investors, to 
real estate operators, to community area 

lanners, and to financing and discount 

i is contained in the third monograph 

of the Land Economics Series. 

The basis of Mr. Theobald’s discussion is 
his statement that “the public is demanding 
that the subdivider complete his task to a 
greater extent, than he has often done in 
the past.” 

Mr. Theobald holds that, inasmuch as 
“the efficient subdivision development or- 
ganization is no longer merely a merchandis- 
ing unit,” but includes a construction de- 
partment, an improvement department, a 
finance department, and frequently a home- 

lanning department using larger tracts and 

arger lot sizes, “these tendencies have very 
definite effects on the financial problems in 
subdivision development, requiring larger 
capital outlays over longer periods of time.” 

The author sees the financial operations 
as involving two major problems: (1) secur- 
ing necessary capital to carry out the actual 
development; (2) recapturing this capital 
through sale of the property. 

Of the various forms of financing available, 
the financial aid of the acreage owner is very 
properly suggested as the most economical 
method, although possibly insufficient em- 
phasis is laid on the importance of getting 
long-term, purchase-money mortgages from 
the acreage owner. It would seem that pur- 
chase-money mortgage financing should 
clearly be projected over a period of at least 
10, and preferably 15 years. Moreover, the 
danger of too definite, too frequent, and too 
substantial prepayments on such mortgages 
is possibly not as definitely stressed as the 
experience of subdividers makes imperative. 
_ The use of the municipality in installing 
improvements through special assessment, it 
is pointed out, is generally more expensive 
than where the subdivider makes such in- 
stallation by private contract. The difficult 
exactions of the public utility company in 


compelling the financing of extensions of 
such service into a community by the sub- 
divider are pointed out, although the dangers 
and inequities of the time limitation for re- 
bate by the utility companies are not em- 
phasized. 

The Sieber Self-Liquidating Plan of Hous- 
ton, Texas, is described in interesting detail. 
The observation is made, however, that the 
subdividing company does little toward de- 
velopment, except to record the tracts, sub- 
divide the property, and place shell on the 
streets, while the real risk of the operation 
falls on the lot owners. Although the con- 
clusion is that possibly the chance for profit 
to the lot owners is at least equal to that in 
purchases even in communities where im- 
provements are in but where the lot pur- 
chasers must meet the carrying costs, the 
Sieber Plan has the advantages of delaying 
improvements until such time as their use 
is immediately necessary, and of assuring 
the purchasers of ultimate installation of 
improvements. 

The operations of trust companies in 
working out trusts presume an inclination 
on the part of such companies to become 
more active trustees than is generally desired 
by such institutions. The financial problems 
of the liquidating period, such as terms of 
sale of lots, and liquidation of subdivision 
paper are discussed’ with the quotation of 
much practical experience. 

The suggestion is made that very possibly 
the finance discount companies which are 
handling home utility paper might find an 
excellent opportunity in the field of sub- 
division paper. Also, “land contracts on 
fairly priced and properly located and de- 
veloped property, and with 50% of the price 
paid in, should be as good security as auto- 
mobile paper, or second mortgages.” 

A proper complaint is that “the public 
appears to be unable to distinguish between 
the advantages of an investment in a usable 
lot having a good chance of being successful 
and one in a piece of bare land where the 
odds are against success.” The concluding 
point is that every factor which encourages 
the development of usable subdivisions 
rather than the mere sale of large tracts of 
bare land in small parcels will aid in the or- 
derly growth of American cities. 








212 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


The Appendix contains an interesting and 
detailed schedule to be used in estimating 
costs and returns of a subdivision set-up. 

BENJAMIN FRANKLIN BILLS 


Thompson, Warren S. PopuLation Pros- 
LEMS. New York: McGraw-Hill Book 
Co., 1930. pp. xi, 62. $3.75. 

This book, by the director of the Scripps 
Foundation for Research in Population 
Problems, is a comprehensive and competent 
survey of the current field of population 
problems. While the form and appearance 
of the volume suggest that the author’s 
primary purpose was to present a treatment 
suited to class room use, the scope and qual- 
ity of the work is such as to recommend it to 
the serious general reader, and the vigorous 
way in which the author develops his point 
of view makes the book one that the scholar 
will find interesting and stimulating. It is 
much more than a good textbook. Perhaps 
its greatest service is to show us where we 
are in the study of population problems. 
It indicates what we know and what we do 
not know, as well as what we should like to 
know in this important realm of human 
inquiry. 

The author’s theoretical approach to popu- 
lation problems is eclectic. He identifies 
himself with those social theorists who seek 
the explanation of population growth through 
study of the complex of particular social en- 
vironments. With them he assumes “that 
population growth is not subject to any im- 
mutable law, but is rather the resultant of 
the social conditions . . . in which a people 
finds itself . . . Hence, it is folly to search 
for a law of population growth; what should 
be sought is rather the factors which deter- 
mine its growth in a particular community 
at a particular time” (p. 38). Consequently 
no complete theory of population is ex- 
pounded in the book, but the author ac- 
complishes admirably the task he sets him- 
self—that of studying in some detail the 
chief factors which influence population 
growth in the modern world as they vary 
from group to group. There are excellent 
chapters on the birth rate and death rate, 
the future growth of population in the 
United States, and population growth and 
agriculture; but the chief interest and zest 
I the book is to be found in later chapters 
dealing with the social phenomena of urban 
life. The chapter on “Factors in the Growth 
of the Modern City” is especially well done, 





and those which follow, dealing with the 
economic and social advantages and disad- 
vantages of city life, are among the most 
stimulating and controversial in the book. 

The author is already well-known as a 
severe critic of the great modern city. If 
some of his claims for the superior economic 
advantages of the smaller city are not fully 
proved, as for instance the decline of eff- 
ciency of office executives in large metro- 
politan centers as compared with the same 
men in similar positions in smaller cities 
(pp. 291-2), the material presented suggests 
a fruitful line for further research; and the 
same may be said of the section dealing with 
the advantages of large-scale production 
and the city (pp. 321-2). Granting the need 
for further knowledge, the case for the 
smaller population unit is ably and con- 
vincingly put, and if it is charged that the 
disadvantages of the town as opposed to the 
city are not so keenly sensed nor so fully 
stated, it should be remembered that stu- 
dents of population theories traditionally 
have been more than remote academicians; 
they have been men of scientific temper 
deeply concerned with the problems of their 
day and eager searchers for a way out of con- 
temporary difficulties. The student of popu- 
lation problems who seeks a comprehensive 
view of his field cannot avoid dealing with 
the indeterminate problems of human living 
as well as the more circumscribed problems 
of pure economics. Mr. Thompson is to be 
congratulated upon so successful an attempt 
to treat the subject in its broader social re- 
lationships. 

The chapter on the concept of the opti- 
mum of population is perhaps the least satis- 
factory, and there would appear to be some 
confusion between the author’s denial of the 
validity of the concept at the outset and 
his discussion of the control of population 
growth later on. Chapter XXII deals with 
the differential birth rate and international 
politics. There is no blinking the fact of the 
danger of population pressure coupled with 
national ambition in certain countries of 
Europe and the Orient. The only hope 
which the author holds out, if war is to be 
avoided, “is for those powers which hold 
land that they are not using and that they are 
not likely to use in the near future, if at all, 
voluntarily to cede some of this to crowded 
peoples” (p. 371)—a prospect not very re- 
assuring in a world so new to the technique 
and spirit of international cooperation. 
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There is scarcely space here to discuss, or 
even to point out, many features of the book 
which provoke discussion. Perhaps suffi- 
cient has been said to indicate its usefulness 
to a wide range of readers. 

HELEN FisHER HoHMAN 


Handy, William W. THe Yarpstick oF 
Pusiic Utitiry OPERATIONS AND Con- 
struction Costs. Baltimore: Wil- 
liams &8 Wilkins Company, 1929. pp. 
155. $l0. 

The first section on Trends of Public Util- 
ity Operation is a yardstick of public utility 
operations. It consists of 24 financial ratios 
covering the property investment, operating 
expense, retirement, taxes, total deductions, 
capitalization, consumption per customer 
and revenue per customer. No significant 
ratios have been omitted. The author has 
selected 20 major utility operating com- 
panies which have, with a few exceptions, 
both gas and electric operations. Hydro- 
electric and natural gas companies have, of 
course, been excluded. The author has ap- 
plied his 24 ratios to each company in ques- 
tion over the 18-year period from 1911 to 
1928, both inclusive. From these figures he 
has compiled the average for all companies 
for each one of the years in question and in- 
serted also the ratios for a particular “investi- 
gated company.” In addition he has noted 
the maximum and minimum ratio and has 
recorded all four indexes for each year above 
mentioned on a separate chart for each 


ratio. This represents a standard ratio with 


which other gas and electric companies may 
be compared. 

The yardstick which the author has pre- 
pared is an extremely useful one and is in 
accord with the standard comparison gen- 
erally used in the utility and other fields. In 
recognizing the usefulness of the yardstick 
as presented, it is also well to recognize its 
limitations. 

In only the most general way and only 
over a period of years can these ratios be 
used to determine “whether the manage- 
ment of a company under investigation has 
apparently been correct or at fault as to 
each and every phase of the operation cov- 
ered by the unit of ratio.”” For example, a 


decreasing investment per dollar of gross 
revenue is held to be a sign of wise capital 
expenditures. On the other hand, the mere 
fact that the investment per dollar of gross 
revenue is high during a particular year or 


years is not an evidence of unwise manage- 
ment, but may well be evidence of the 
soundest management in the long run. It is 
believed that the ratio of gas operating 
revenue to MCF sold and of electric operat- 
ing revenue to kw.hrs. sold and electric 
operating revenue per customer and gas 
operating revenue per customer are inter- 
esting, but are of little usefulness in com- 
paring properties because industrial, commer- 
cial, and residential customers are grouped 
together in these ratios. 

After recognizing the above limitations, 
nevertheless, real contributions to the in- 
formation available on the subject of stand- 
ard operating ratios has been made by the 
author. This information is useful to the 
security analyst without further supple- 
mentation. To the investment banker who 
is contemplating the origination of new se- 
curities or to the public utility operator the 
ratios presented in this volume merely serve 
as a means of locating the place where weak- 
ness may exist. A more detailed study is 
necessary to establish the fact and to point 
out the remedy. 

One purpose of Part II of this volume is to 
present a “yardstick” of construction values 
which may be used in practice as a guide for 
determination of the reproduction costs of 
the component parts pr an existing public 
utility property. For this purpose the author 
has developed a series of index numbers of 
public utility construction costs which give a 
summary expression of the general trend of 
prices of labor and material for the principal 
parts of both gas and electric plants. Be- 
cause of variation in wage rates in different 
sections of the country the data are pre- 
sented for five geographic divisions of the 
United States. The information is based 
upon “‘an unusually comprehensive and thor- 
ough cost analysis, made during the years 
1920 to 1923 inclusive, of all of the many 
types of construction work and equipment 
comprised in the building up of a large elec- 
tric light and power and gas public utility 
property.” Certain translation factors are 
also given “for each account or group, by 
means of which historical costs by years can 
be translated into values at existing prices 
of material, equipment and labor.” 

The merit and value of these index num- 
bers for certain general purposes is recog- 
nized. It may be well, however, to point out 
certain limitations in their composition and 
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application. The author has presented the 
index numbers of certain bills of material, 
such as mechanical equipment, power house 
equipment, poles and fixtures, and others. 
The method by which he has weighted the 


component parts of these bills of material in 


arriving at this index number is worthy of 


some comment, and the value of such an in- 
dex number for any particular purpose may 
well stand or fall on the method used. 

Two choices in weighting these component 
parts present themselves. One is to alter the 
weight accorded to each component part of a 
bill of material to correspond to changes in 
the make-up of the sample in each year. If 
this is done, the index number does not re- 
flect the change in cost of a constant bill of 
material. The other method is -to fix the 
weights according to each item in the bill of 
material as of a recent date and retain those 
weights in each year throughout the period 
under consideration, thus causing the index 
to reflect the change in cost of a constant bill 
of material. The author has evidently 
chosen the latter method. For example, the 
weights given to various items in the bill of 
material for mechanical equipment of an 
electrical plant (Atlantic Seaboard Geo- 
graphic Division) are as follows (page 122): 


Composition of Costs 


id nek Ce ieee ya gals 26.10% 
Turbo-Generators (Steam End) 20.00 
TE IN 16.30 
ND ee 14.00 
Ash Handling.............. 3-20 
Stokers and Auxiliaries...... 10.50 
Condensers and Tubes...... 7.80 
| RT hers 2.10 
Total Cost 100.00% 


This bill of material is fixed and the re- 
sulting index number of total cost reflects 
the changing valuation of this fixed unit of 
property over a period of years. This is an 
advantage, of course, since it gives us a re- 
flection of price changes only and the index 
is unbiased by changes which may have oc- 
curred in the weights assigned to each item. 
However, the resulting index number trans- 
lates historical cost of a particular property 
into present day values only in so far as the 
relative importance of the items composing 
the sample remains the same throughout the 
period under consideration. 


The error involved in this method may 
be small in those classes of property in 
which few changes in the art have taken 
place since 1911 but may be rather large in 
instances of radical improvements. As long 
as the index number is used only to reflect 
the value in previous years of units of plant 
now in existence, the limitations of this 
method are not serious. It must be remem- 
bered, however, that the relative weight or 
significance of each item in the bill of ma- 
terial is the present money value of that 
item. The method of weighting used is, of 
course, about the only practical one for con- 
structing a general purpose index giving a 
picture of the changes in cost of the whole 
bill of material. It might be suggested, how- 
ever, that the period from IgII to 1929 is a 
rather long one for such a complicated index 
number without a recasting of the weights. 
As between the two index numbers—one 
for gas plants and one for electric plants—it 
may be concluded that because of rapid 
changes in the art and the great expansion 
in the electrical industry in the last 15 years, 
the index numbers for the electrical industry 
will be less accurate than those for the gas 
agai where growth has been more regu- 
ar. 


Another limitation of the general purpose 
index numbers as applied to specific public 
utility construction costs is their failure in 
most cases to reflect changes in the produc- 
tivity of labor. This productivity factor is an 
element in cost entirely aside from price 
changes. Where the weight in hours given to 
a labor item is constant throughout a given 
period, no recognition is given to the impor- 
tant decrease in labor productivity arising 
out of the demoralizing influences of the 
World War nor to the significant increases in 
labor productivity attributable to the more 
recent introduction of labor-saving devices. 
This item is more important in those bills of 
material in which labor is applied to raw ma- 
terials in the field (such as reinforced con- 
crete construction) than in those items in 
which the major labor cost is absorbed in the 
manufacturing process (such as a turbo-gen- 
erator). Where labor productivity has been 
increased through use of labor-saving de- 
vices in construction work, the weight given 
to labor in the bill of material today may be 
too low for the years in which labor-saving 
devices were little used. Ifso, then an index 
number of today’s cost, which is based on 
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1911 as 100, will be too high in instances 
where labor productivity is disregarded. 

A composite index number reflecting in a 
general way the divergent fluctuations of 
material prices and labor costs for a par- 
ticular public utility has certain significant 
uses. Considering the importance of price 
fluctuations in the field of public utility 
finance and valuation, it would seem that the 
study of index numbers and the develop- 
ment of their usefulness has thus far re- 
ceived too little attention. The present 
volume offers a worth while contribution to 
the field. 

Henry P. Bruner 
Pau JEROME RAvER_ 


Clark, Horace F. Appratsinc THE Home. 
New York: Prentice-Hall, Inc., 1930. 
pp. xti, 380. $6. 


Doctor Clark presents the subject of ap- 
praising interestingly and clearly, in a way 
the layman can understand. The keynote of 
the book is given in the statement in Chapter 
I: “There is a definite value for every piece 
of real property, and it can be determined 
with a high degree of accuracy, but the 
novice must learn that sound common sense 
at all times and under all conditions is of far 
more importance than any so-called ‘rules’ 
for determining value.” 

The next few chapters deal with the eco- 
nomic considerations underlying real estate 
values and this is followed by discussions of 
various methods of appraisal; taxation, as it 
affects land values; depreciation; and obso- 
lescence. 

The chapter (IX) dealing with rents as an 
index of values contains a statement which 
this reviewer feels is open to question. Dr. 
Clark says: “The true net income of land is 
‘economic rent’—a price paid for the use of 
the land only, after all expenses incidental 
to handling the property are cared for. Any 
attempt to discover the net income of land 
upon which a residence is erected would only 
confuse the appraiser, and would probably 
cause the average layman to question the 
total valuation finally reported. Gross in- 
come, applied with a proper rate, has there- 
fore come to be the accepted standard.” 

It is, of course, difficult to see just how 
rentals can well be used in appraising a 
single-family home which has been built to 
live in and from which a psychic rather than 


a monetary return isexpected. But, in cases 
where the income method does apply, it 
would seem that “economic rent” would be 
the only basis for an accurate appraisal. It is 
quite generally recognized that value is the 
capitalization of economic rent. Gross in- 
come, “applied with the proper rate,” would 
be merely an approximation of the capitaliza- 
tion of “economic rent.” It would appear 
to this reviewer that it would be just as 
difficult to determine the proper rate to 
apply to gross income as it would be to 
determine “economic rent.” In fact, when 
5 age, a little further on of differences in 
the capitalization of rents compared with 
true market values, Dr. Clark remarks, 
“. . This may arise from a variety of 
causes, principal among which will be the 
improper selection of the annual rate of 
gross income.” One danger in manipulating 
the rate of capitalization of gross income is 
that a very slight difference in the rate pro- 
duces a rather marked difference in the value. 

Dr. Clark devotes one chapter each to the 
engineering method of appraisal and to the 
problem of appraising the old house. The 
short chapter on valuation in relation to 
home modernizing is valuable particularly 
in view of the growing movement toward 
home modernizing. The chapters following 
deal with the appraising of the newly fin- 
ished house, cost factors in building, ap- 
praising from plans and specifications, in- 
spection during construction, and legal 
decisions relating to appraisals. 

In the final chapter, on the relationship 
between the borrower and the lender, Dr. 
Clark points out one fact which should be 
more considered by home financing agencies: 
“Money is not loaned to property. It is 
loaned to individuals, with the home 
pledged as part of the security for repay- 
ment.” According to common observation, 
it would appear that in too many instances 
it is the property which is considered rather 
than the individual. 

A very helpful appendix is added to the 
book which contains a glossary of appraisal 
terms, a bibliography, qualifications of an 
appraiser, suggestions for study of apprais- 
ing, suggestions as to how to develop an 
appraisal file, standards of practice for real- 
tor appraisers, ready reference tables for 
cubic-foot measurements, specifications for 
homes, and appraisal and application forms. 

ALBERT G.*HINMAN 
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Book Notices 


O’Brien, George. AGricuLTuRAL Econom- 
ics. London: Longmans, Green and Com- 
pany, 1929. pp. viit, 195. $4.20. 


This brief survey of the field of agricultural 
economics is based on a series of lectures 
given by Professor O’Brien of University 
College, Dublin. No attempt is made to 
analyze any phase of the subject exhaus- 
tively; neither does there appear to be an 
effort to make any original, factual contribu- 
tion. Rather the author has carefully com- 
piled statements and references from leading 
publications, chiefly British and American, 
and worked them into his own outline of the 
field. 

The author considers agricultural eco- 
nomics as a “science of prices,” and divides 
the subject into three divisions: (1) prices of 
agricultural products in general; (2) prices 
of particular agricultural products; and (3) 
prices of agricultural products as affected by 
the state. In a very brief discussion of the 
problem of the changing general level of agri- 
cultural prices the author emphasizes the 
extreme difficulties experienced by farmers 
in adjusting production to the market be- 
cause the supply of the various factors of 
production is so inelastic. The farmers’ dif- 
ficulties are aggravated by the fact that the 
supply of the factors of production can be 
much more easily expanded in periods of 
rising prices than it can be contracted dur- 
ing periods of declining prices. The whole 
problem is left at the door of the banker, the 
statesman, and the monetary economist 
“who control the purchasing power of 
money” or the movements of the general 
price level of all commodities. 

A large portion of the discussion of “Prices 
of Particular Agricultural Products” is taken 
up with a consideration of the cost of pro- 
duction in agriculture—farm costs and 
marketing costs. In this chapter also the 
author emphasizes the conclusion that in 
proportioning the factors of production the 
main object in older countries, such as Eng- 
land and Ireland, is to get an optimum re- 
turn per acre whereas in newer countries, 
such as the United States, an optimum re- 
turn per man is sought. Regarding agri- 

cultural prices the general conclusion reached 
is that farmers individually or cooperatively 
can have little influence. 


In the third division of the book the au- 
thor discusses the part which the state plays, 
or may play, in raising prices or reducing 
cost of production. The state may aid the 
farmer in reducing his cost of production and 
marketing by financing research workers, 
standardizing grades, maintaining farm labor 
employment bureaus, providing adequate 
credit facilities, eliminating tax burdens, and 
so forth. It may raise prices through tariff 
regulations, bounties, or other forms of 
subsidy. It may aid in stabilizing farm prices 
by actively encouraging and _ protecting 
farmers’ cooperative organizations in their 
“orderly marketing” program. In this divi- 
sion of the book the author describes the 
more important general agricultural policies 
of the governments of most of the leading 
European countries, the British Empire, and 
the United States. 


A disappointing feature of the book is the 
failure of the author to be specific as to the 
relation of cost of production to prices. If 
agricultural economics is to be designated as 
a “science of prices,” certainly the relation 
between cost of production or efficiency in 
production and the price received for the 
product should be described. In fact, it 
would seem that the term “price” is some- 
what stretched to cover the whole subject. 
The question of efficiency in production seems 
to be sufficiently broad to call for separate 
consideration. The author indicates that 
farmers individually or collectively can have 
little control over prices, and that their con- 
trol lies chiefly in varying the cost of farm 
production and marketing. Yet cost of pro- 
duction is considered under the heading of 
prices of particular agricultural products. 

The book is written in a clear, concise 
style, and is readable in spite of numerous 
quotations and references. Its contribution 
to agricultural economic literature consists 
chiefly in the broad survey of the relation of 
the state to agriculture. In contrast to many 
authors of books on agricultural economics, 
Professor O’Brien develops a world concep- 
tion of agriculture and its economic prob- 
lems. The book should be valuable to the 
general reader. Also, as a syllabus or general 
outline, it should be useful to teachers or 
research workers. 


Vircit P. LEE 
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BOOK NOTICES 


Partington, John E. RaiLtroap PurRCHASING 
AND THE Business Cycie. Washington, 
D.C.: The Brookings Institution, 1929. 
Pp. 111, 307. $. 

This volume is an effort to throw new 
light on the elusive subject of the business 
cycle by an explicit analysis of a single fore- 
casting element. Does railroad purchasing 
precede, accompany, or follow general busi- 
ness revival or depression? 

The author finds from his study of rail- 
road orders for rails and for rolling stock 
(locomotives, freight and passenger cars), 
1870-1926 inclusive, that: (a) In general, 
railroad buying or curtailment precedes by 
some months changes in the business cycle, 
and this tendency was more pronounced in 
recession than in revival; (b) This preced- 
ence was much more marked before 1900 
than now; (c) The four types of equipment 
were sensitive in the following order: loco- 
motives, freight cars, passenger cars, rails; 
(d) Before 1900, volume of rail-buying tended 
to precede changes in volume of other equip- 
ment, but no such tendency is apparent now; 
(e) The degree of fluctuation in railway pur- 
chasing with cyclical changes shows no pro- 
nounced tendency to change; (f) Changes in 
the volume of orders for railway equipment 
have almost invariably preceded similar 
changes in the gross earnings; (g) The data 
are inadequate to explain the causal rela- 
tionship between changes in railroad pur- 
chasing and other types of business fluctua- 
tion, although several plausible explanations 
may be advanced. 

The book successfully ‘‘squelches” the 
popular idea of any quick and easy road to 
business forecasting. Even so basic an in- 
dustry as transportation, related closely as 
it is to a// business, furnishes no simple clue 
to the cyclical swings; rather, the analysis 
throws in relief the essential complexity of 
the whole subject. As a simple element, 
railroad purchasing is less significant than 
car loadings, although the two are neces- 
sarily and closely related. 

The author’s use of raw material from the 
trade-papers is exceedingly interesting, and 
suggests much greater possibilities in such 
sources than is commonly recognized in 
academic research. PETER LEININGER 


Lutz, Harley L. Pusiic Finance. New 


York: D. Appleton & Co., 1929. pp. 


xX, 759. $4: 
This book was first copyrighted in 1924; 
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the purpose of the new edition is to bring the 
statistical material up-to-date and to give an 
account of the changes in the field of public 
finance since 1924. Dr. Lutz has not con- 
fused his approach with the popular con- 
ception of public finance, which usually 
limits the subject to taxation; but has de- 
veloped the thesis that proper reform in the 
field of public finance will only follow scien- 
tific consideration of public expenditure, 
governmental structure, and administrative 
efficiency, as well as taxation. 

The Inrropuction to his book has been 
shortened and materially improved by the 
combination of the first two chapters of the 
old edition. The chapter dealing with “The 
Public Domain” has been recast to give a 
better view of land policies in the United 
States. In his treatment of “Municipal 
Industries,” Dr. Lutz has completely re- 
written the chapter to take account of the 
changing attitude toward public ownership. 

The most noteworthy changes in the re- 
vised edition are found in Part III, Taxa- 
TION. The chapters have been rearranged to 
give a more logical development of the sub- 
ject matter. The chapter on “The General 
Property Tax” is followed by “Modified 
Property Taxes” and “Taxes on Income,” 
which is a more logical arrangement than in 
the earlier edition. A new chapter on “The 
Poll Tax” has been added. In place of a 
rather weak conclusion to Part IV in the 
former edition (Part III in the new edition), 
material from the first chapter of this part 
has been brought forward and expanded to 
make a new chapter dealing with tendencies 
and developments in American taxation. 

The book has a concise index, but no 
formal bibliography. References for further 
reading are given at the end of each chapter; 
footnote citations give other sources of in- 
formation. 

This edition is an improvement over the 
last, and it still ranks among the leading 
treatises on the subject. 

Joun E. Burron 


Miller, H.G. Tue IstHmian Hicuway. 
New York: Macmillan Co., 1929. pp. 
x10, 327. $4.50. 

“The Isthmian Highway” presents a 
study of the Panama Canal with respect to 
the interest of the United States in the pres- 
ent Canal and the projected Nicaraguan 
Canal, the relation of the Canal to the Mon- 
roe Doctrine and United States policy in the 
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Caribbean, and the international relations 
and responsibilities to which the operation 
of the Canal gives rise. The book contains a 
lengthy examination of the several treaties 
and other declarations of the United States 
toward the Canal and its operation; an inter- 
esting account and criticism of the tolls 
controversy is included. Six appendices in- 
clude important treaties, from the Clayton- 
Bulwer Treaty of 1850 to the Nicaragua 
Convention of 1914. The tone of Mr. Mil- 
ler’s treatment is one of decided support of 
American policies in Latin America, although 
emphasis is laid on the international respon- 
sibilities to which those policies give rise. 
Of especial interest to readers of the 
- Journal are chapters II-IV, entitled re- 
spectively, “The International Policeman,” 
“The Arithmetic of It,” and “Rights and 
Duties.” The first of these chapters lays 
down the proposition that as “policeman” 
and “physician” to the Canal zone, the 
United States does not claim “‘a sovereignty 
over these regions or ownership in fee simple 
and absolute. Such arrangements presup- 
pose no more than a duty on the part of the 
United States to maintain the Panama 
Canal as an international utility.”” The im- 
plications of this declaration that the Canal 
is an international public utility are further 
developed in the two succeeding chapters. 
In the first of these the author asserts that 
the obligations of public utility law neces- 
sitate a careful separation of the military 
and commercial phases of canal accounting 
administration. The formulation of separate 
balance sheet and income statements along 
correct lines is held to be necessary both to 
insure the United States that rates yield the 
“fair return” to which it is commercially en- 
titled, and to insure the world that the rates 
charged are equitable. Present accounting 
control fails utterly in these respects and 
affords no basis for a fair computation of 
tolls. The author recommends not only 
accounting readjustments, but predicts that 
“the United States will eventually be com- 
pelled, in justice to its taxpayers, as well as 
the interests of the world in general, to put 
the commercial phase of the Panama Canal 
into the hands of a Public Utility Common 
Carrier Corporation . . . thereby completely 
separating its commercial accounts from 
those which pertain to defense.” Mr. Miller 
also urges that the United States “would be 
well advised to ask the Hague Court to 
appoint an auditing (advisory) committee 
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to represent the interests of collective civili- 
zation in this international waterway.” In 
the third chapter “‘the general obligations 
which must be fulfilled by the Canal as a 
common carrier,” and the correlative right 
to “adequate revenue as that expression is 
used in the finance of a public utility,” are 
further amplified. 

Whether or not one agrees with this sym- 
pathetic, although far from chauvinistic, 
attitude taken toward American foreign 
policy with respect to problems of the Carib- 
bean, the book nevertheless contains a worth 
while attempt to interrelate the economic 
and political aspects of the “Isthmian High- 
way.” 

Joun D. SuMNER 


Yard, Robert Sterling. Our FeEperAt 
Lanps. New York: Charles Scribner's 
Sons, 1928. pp. xvi, 760. $5. 

This story of our federal lands is not de- 
signed for the specialist in land problems. 
The author is addressing rather the large 
body of laymen who have but a hazy concep- 
tion of the land-owning and land-managing 
activities of the Federal Government. The 
topics included are: the “national estate,” 
the public domain, national forests, reclama- 
tion, water power resources, Indian wards, 
national monuments, wild life resources, and 
the conservation movement. The treatment 
is not analytical, nor heavily documented, 
but descriptive and designed to give a com- 
prehension of the scope and nature of our 
federal lands and the problems involved in 
their administration. 

HeEten C. Moncnow 


Hubbard, Henry V., McClintock, Miller and 
Williams, F. B. Azrports: 
Location, ADMINISTRATION AND LEGAL 
Basis. Cambridge: Harvard University 
Press, 1930. pp. *1, 190. $3.50. 

This monograph, appearing as Volume I 
of a series of special studies and published 
as the Harvard City Planning Studies, deals 
with the subject under three heads: (1) The 
Airport in the City Plan, (2) Airport Ad- 
ministration, and (3) The Law of Airports. 
The book contains some 130 pages of text 
material and 37 appendices, together with a 
bibliography covering airport law, and is well 
illustrated with airport designs and organiza- 
tion charts. 

The first section, on airport location, dis- 
cusses the physical factors to be considered 
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and indicates the great variance in size in 
existing airports which ranges from less than 
5 to approximately 1440 acres—a fact which 
would render any such study very difficult 
of uniform treatment, except that over 700 
of the 800 airports visited utilize less than 
200 acres. The function of the airport is 
properly visualized as part of the transpor- 
tation network and the suggestion of a re- 
gional system of airports is of value. Appen- 
dices connected with this first part of the 
monograph are, in the main, useful and ap- 
pear to have been compiled with care, but 
the reviewer can see no value in Appendix 
22 dealing with the effect of the airport on 
land values. The conclusions stated show 
no factual foundation whatever and the re- 
viewer would find sufficient the statement 
on Page 31, to the effect that “the few figures 
which seem now to be available really do not 
prove any point on either side of the ques- 
tion.” Inclusion for completeness here com- 
pletes nothing. 

The second section, on airport administra- 
tion, is an able presentation of the subject, 
wherein the author treats the problem of 
ownership, types of administration, together 
with much of the detail of airport manage- 
ment. Relative to the “secondary services,” 
it is doubtless true that “‘an attempt to 
emulate the functions of a park or an amuse- 
ment center, is at best of doubtful value.” 
Still, an elaboration of these services now 
being offered would have been helpful at a 
time when aviation and airport management 
are passing through “growing pains.” The 
chapter on fiscal policy is of real value de- 
spite the great variation in costs. 

The third section, on airport law, is written 
for the layman and is well and carefully pre- 
sented. ‘The first two chapters are of a very 
general nature and deal with jurisdiction 
over aviation (aeronautics), and ownership 
of, and rights in, airspace. The final chapter, 
dealing strictly with airport law, together 
with the very excellent bibliography ap- 
pended, offers a statement that should enable 
any municipal body to understand the funda- 
mental legal principles connected with estab- 
lishment and operation of an airport. 

Frep D. Face, Jr. 


Duddy, Edward A. AGRICULTURE IN THE 
Cuicaco Recton. Chicago: University 
of Chicago Press, 1929. pp. *, 158. $4. 

The Chicago region, as treated by the 
author, consists of three counties in Wiscon- 


sin, nine in IIlinois, and three in Indiana, em- 
bracing an area of 7,817 square miles. Part I 
of this book deals with the soils, physical fac- 
tors influencing land use, and a brief discus- 
sion of the agriculture. The second part con- 
sists of maps and diagrams presenting in 
graphic form by townships the data on crops, 
live stock, and land tenure based on the 1925 
Census. The last part consists of the sta- 
tistical material on which the maps are based. 
Some of the data are presented on the basis 
of von Thiinen zones. It would have been 
interesting to have more of the facts pre- 
sented in this way, thus isolating the influ- 
ence of location or situs from the physical 
factors influencing land utilization. 
GeorcE S. WEHRWEIN 


Garver, Frederick B. and Hansen, Alvin 
Harvey. PrincipLtes oF Economics. 
Boston: Ginn & Co., 1928. pp. x, 726. 
3-20. 

Like most authors of recent textbooks on 
economics, Professors Garver and Hansen 
make no claim to having made contributions 
to economic theory in the present work. 
Rather they aim to clarify the fundamentals 
of production, price, and distribution. They 
do not, however, adhere closely to a formal 
exposition of the theories of economics. For 
the sake of the beginning student, who is 
likely to find a theoretical treatise abstract 
and unreal, the authors attempt to apply 
principles to the interpretation of problems 
of modern economic life. In consequence, 
the book contains an abundance of materials 
which the instructor can readily make the 
basis for interesting class room discussions. 

An outstanding merit of the book is that 
the theoretical exposition is supplemented by 
liberal consideration of dynamic and insti- 
tutional influences. Although these are in- 
troduced throughout the whole work, special 
attention is given to them in certain chap- 
ters. In the book on Distribution, for in- 
stance, five chapters are devoted to insti- 
tutional aspects of distribution. Again, the 
theory of monopoly price is given fuller 
meaning by the two chapters on trusts and 
public utilities. These discussions are in 
distinct contrast to the abstract, but clear 
cut, statement of economic principles such 
as that in Professor Deibler’s book on 
Principles. The beginning student will bene- 
fit by a judicious use of both types. 

One departure from the conventional or- 
ganization of subject matter is the placing of 
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chapters on international economic problems 
at the end of the volume, apart from all 
others, in contrast to their usual position in 
the subject of money and prices. The expo- 
sition of the law of comparative advantage is 
unusually detailed, and much of it appears 
to be beyond the comprehension of the stu- 
dents for whom it is intended. 

Written in a style which compares favor- 
ably with that in the ordinary run of Ameri- 
can texts on economics, this book is very 
well suited to teaching beginning classes in 
principles of economics. 

Husert F, Haviik 


Sumner, John D. New York BarceE Cana 
Trarric. Buffalo: University of Buffalo 
Bureau of Business and Social Research, 


1929. pp. 55. $1. 


The second of the series of Studies in 
Business conducted by the University of 
Buffalo is a short monograph concerning the 
traffic movement, in point of tonnage, on 
the New York Barge Canal. Professor John 
D. Sumner, in making the study, limited the 
field to a statement of facts without “imply- 
ing anything one way or another as to the 
relative efficiency” of canal traffic as com- 
pared with rail movement of freight. 

The total traffic on the canal is classified 
into five groups: products of agriculture, 
products of caine, products of the 
ground, products of forests, and miscellane- 
ous products. By far the most important 
of these, in point of tonnage, are agricultural 
products. Wheat, which constitutes the ma- 
jor portion of this classification, has shown 
both an absolute and a relative increase 
from 1918 to 1928 inclusive, while forest 
products have declined during the same 
period. 

Most of the grain received in Buffalo ar- 
rives by lake. From Buffalo the grain moves 
out in one of three channels: viz., rail, barge 
canal, or through the St. Lawrence water- 
way. The “ex-lake” grain constitutes 38% 
of the total tonnage traffic of the canal. 
Except for a slight recession during the last 
half of the year 1926 and the first half of 
1927, shipments of wheat via the canal have 
shown a continuous increase since 1924, 
while exports moving eastward by rail have 
shown a continued decline. This increase in 
canal freight becomes all the more remark- 
able when one realizes that waterway opera- 
tion in Canada or northern United States is 


highly seasonal because the winters are long 
and severe. 

In any study of transportation efficiency 
the question of the “back haul” is a matter 
of concern. This question is the subject of 
a chart in which Professor Sumner shows 
that the east-bound tonnage has practically 
maintained a balance with the west-bound 
since 1919. The reader is warned, however, 
not to place too much weight on this balance 
of tonnage as an indication of efficiency, as 
many canal vessels are designed to carry one 
particular product, such as oil, which moves 
mostly in one direction. Such vessels are not 
well adapted to back-haul movements of 
other commodities. 

The last chapter is devoted to statements 
of a summary character based on the facts 
and figures presented. Considering that 
Professor Sumner sets out to state only the 
facts as he has found them, without drawing 
comparisons or making interpretations, it 
must be granted that he attains that which 
he sets out to accomplish. A criticism of his 
work would be limited to his sins of omis- 
sion. How much more valuable to the aver- 
age reader this study would have been had 
it included an analysis of the comparative 
costs of transportation, explanations of the 
causes of changes of traffic volume, inter- 
pretation of facts offered, recommendations 
and conclusions made in the light of the ex- 
perience gained in the collection and analysis 
of the data presented! 

Nevertheless, in view of the renewed 
interest in waterways this factual study is 
worth while despite its limited scope. 

Joun W. Boatwricut 


Seager, Henry R. and Gulick, Charles A. 
Trust AND CoRPORATION PROBLEMS. 
New York: Harper and Brothers, 1929. 
PDP. x11, 719. $3.50. 

The present work is a welcome addition 
to the literature on combination and compe- 
tition. After beginning with a short treat- 
ment of the nature of corporations and of the 
development of corporation laws, the book 
goes into a more extensive presentation of 
the trust problem. The authors bring up-to- 
date an outline of the movement toward 
combination and monopoly, with particular 
attention to the several industries in which 
the movement has been strongest. Discus- 
sion of the corresponding development of 
state and federal legislation and of judicial 
interpretation of trust laws completes the 
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body of the book. This complicated his- 
torical background of interrelated economic 
and legal movements is written clearly and 
compactly, and as fully as is consistent with 
the limited scope of a book designed for class 
instruction. The authors conclude from their 
study of the combination movement at home 
and abroad that it is essentially a move- 
ment making for economy, efficiency, and 
better relationships in business. In the light 
of the present status of regulation they favor 
amendment of the present laws to qualify 
the rule of reason so that unreasonable con- 
tracts and combinations are prohibited only 
when they are opposed to the public interest. 
As a matter of practical politics, however, 
they doubt whether such regulation could be 
entrusted to the government of today. For 
the present, therefore, the policy of removing 
strict regulations in certain industries should 
be followed. 

Students of public utility problems, at- 
tracted by the word “corporation” in the 
title of the book, will search in vain for any 
special discussion of the public utility holding 
company. Regulation of public service cor- 
porations and railways is touched upon in an 
incidental fashion in the chapter on Federal 
Incorporation and Publicity, wherein the 
authors declare for immediate and compul- 
sory federal incorporation of railways, inter- 
state public service companies, and holding 
companies. 

Nothing in this volume is intended to treat 
of land economics as such. But it is evident 
that trusts and combinations in several in- 
dustries are related to problems of interest 
to the land economist. The depletion and 
conservation of petroleum resources has been, 
and will continue to be, affected by the forms 
of business organization and competition 
permitted or prohibited by the government. 
The tobacco grower has long been interested 
in the competitive organization of the to- 
bacco manufacturers constituting his pri- 
mary market. Some light, meager at best, 
is thrown upon these problems in the chap- 
ters on the petroleum and tobacco industries. 

Husert F. Haviik 


Feis, Herbert. Lapor REtations. New 
York: Adelphi Company, 1928. pp. ix, 
170. $2. 

Gemmill, Paul F. Present Day Lasor RE- 
LaTIons. New York: John Wiley & 
Sons, Inc., 1929. pp. ix, 312. 3. 


These two books are valuable additions to 


the literature of labor relations, but their 
values rest on different bases. Professor Feis 
made a private study of the labor policies of 
one company (Procter & Gamble Company); 
Professor Gemmill has surveyed in general 
the two rival policies of collective bargaining 
and employee representation. The former 
study is naturally both broader, in the sense 
that it covers more than merely the “‘con- 
ference plan,” and more restricted in being 
confined to the one company. But it has the 
distinct merit of articulating the several as- 
pects of labor relations into a picture of the 
whole, and it exhibits a superior method in 
relating labor policies and practices to pro- 
duction, sales, and the financial phases of 
business. Moreover, the writer’s freshness of 
style, penetration in analysis, and frankness 
of statement add to the book’s distinction. 

Professor Gemmill, on the other hand, has 
given us the more usual summary of negoti- 
ation with trade unions and with employee 
representatives, emphasizing the latter as 
the rhore recent development. For those who 
want a general review of the rival policies, 
the work is useful and painstakingly une- 
quivocal. But in contrast, it lacks the “flesh 
and blood”’ realism of Professor Feis’ book, 
and appears to be more of a documentary in- 
vestigation than a piece of social and eco- 
nomic research. 

In reading Professor Gemmill’s book, the 
reviewer became conscious of a certain cycle 
of impressions. The sub-title, “A Critical 
Examination of Methods of Collective Nego- 
tiation Between Employers and Employees,” 
stimulated certain expectations. The first 
two chapters devoted to collective bargaining 
left a feeling of incompleteness and a sense of 
hurried, academic sketching. Part II with 
six chapters on “company unionism” created 
mixed impressions. Analysis of the represen- 
tation plans seemed to give undue weight to 
the paper forms, but the probing of motives 
—an almost impossible task without personal 
contacts—seemed to catch the prevailing 
spirit. At times the gains from employee 
representation seemed too roseately pictured, 
but on the whole the judgments were reason- 
ably temperate. In this section, Professor 
Gemmill leaned toward “collective dealing” 
plans though he scrupulously summarized 
union criticisms. 

With the chapter on union-management 
cooperation, the reviewer’s curve of impres- 
sions turned upward, for the author warmed 
to the idea that such arrangements, frankly 
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based on collective bargaining, offered in the 
long run greater possibilities for mutual ad- 
vantage, at least where disciplined trade 
unionism prevailed. One could only wish the 
author had analyzed the sharing of econ- 
omies on the Baltimore and Ohio beyond the 

oint of merely more stable employment. 

he final chapter on industrial democracy 
seemed out of touch with business realities. 
From these two chapters the impression 
created was that Professor Gemmill stood in 
the middle of the road so far as choosing be- 
tween one scheme of negotiation or the other 
is concerned. 

Three points stand out in Professor Feis’ 
study. One is the quality of the leadership 
in the company, disclosed in the extent to 
which authority emanates from Mr. Procter 
and initiative in all matters of labor relations 
comes from the management. The second is 
the apathetic functioning of the “‘conference 
plan;’” it has not aroused interest enough 
among employees for them to use it because 
they sensed the dominating power of the man- 
agement and because management carefully 
kept wages and conditions at least abreast of 
competitive opportunities in the locality. 
Finally, the keystone of Procter & Gamble 
labor policy has been for many years the 
profit-sharing plan aided recently by the 
guarantee of employment. These phases of 
labor relations constitute a large factor in 
explaining the employees’ attitude to the 
“conference” scheme. 

Because of the dominance of “representa- 
tion plans,” as compared with collective bar- 
gaining, in the gas and electric utility indus- 
tries, those who are guiding these plans will 
be repaid by a careful reading of Professor 
Feis’ study. His analysis makes clear that a 
critical appraisal of employee representation 
is deficient unless it takes into account (1) 
the psychological interplay between manage- 
ment and men, (2) the relation of employee 
representation to other phases of labor pol- 
icy, such as stock ownership and insurance 
schemes, and (3) the supreme importance of 
stabilizing jobs if any scheme of relations is 
effectively to substitute cooperation for con- 
flict. E. W. MoreEHouseE 


Grodinsky, Julius. RatLroap Conso.ipa- 
TIon: Irs Economics AND CoNnTROL- 


Linc PrincipLes. New York: D. Ap- 
pleton and Company, 1930. pp. xvii, 


333+ $3.50. , 
t becomes apparent that railroad con- 


solidation sentiment which culminated in 
the legislation of 1920 has been losing force 
during the past decade. Arguments in favor 
of consolidation both in general and with 
respect to concrete proposals are coming in- 
creasingly to be handled with care, and en- 
thusiastic advocacy is being dashed more 
frequently with the chilling waters of skep- 
ticism. This is all to the good. There is no 
impending catastrophe for which immediate 
consolidation constitutes a preventive, and 
there is an irrevocability about formal con- 
solidation that warns us to be certain of our 
ground. 

Dr. Grodinsky’s book is in keeping with 
this point of view. The book is offered as an 
“Gnquiry into the dynamic—the traffic—fac- 
tors that underlie the movement toward 
railroad consolidation”; its thesis, exhaus- 
tively developed, is that, in the main, traffic 
forces are responsible for consolidations. 
Consolidation is a traffic problem, not fi- 
nancial nor operating nor concerned primarily 
with “‘weak’’ roads. Thus the greater por- 
tion of the book is occupied with a very 
realistic (and entertaining) description and 
penetrating analysis of traffic forces and inci- 
dents. The author has massed a wealth of 
material drawn from official reports and 
dockets and has arranged it skillfully to meet 
his needs. 

The study proceeds to the following con- 
clusions with respect to legislative principles: 
The primary objectives of consolidation can 
be effected almost as well with incomplete 
as with complete consolidation, hence it 
would be unwise to attempt to “hot-house”’ 
complete consolidation. The statutory re- 
quirement for a plan of consolidation should 
be removed, together with the restriction of 
outstanding capitalization to property val- 
uation. The Interstate Commerce Commis- 
sion should be given authority to supervise, 
in the earliest stages, every change 1n com- 
mon carrier control which carries with it the 
possibility of diverting traffic. Voluntary 
unification along sound business lines and 
prompted by the desire for traffic should be 
encouraged, subject to Commission restric- 
tion only when the pudlic interest is adversely 
affected. 

The book is timely and well done. The 
fact that many (including the reviewer) will 
be unwilling to accept all its conclusions is 
no reflection on either its merit or usefulness. 
It should contribute materially to a realistic 




















and discriminating approach to the problems 
of consolidation policy. Ben W. Lewis 


Taggart, Herbert F. Suspiviston Ac- 
counts. Ann Arbor: Bureau of Busi- 
ness Research, School of Business Ad- 
ministration, University of Michigan, 
1930. pp. 88. $7. 


Studies of the accounting problems of the 
real estate business have been notably scarce. 
Professor Taggart suggests that the prin- 
cipal reason for this inattention is lack of 
interest in the subject on the part of real 
estate men themselves, owing, he believes, 
to the fact that only in the property man- 
agement field is there much possibility of 
efficient accounting control. Why this should 
be is not clear. It would seem that in the 
real estate business, as in other types of busi- 
ness activity, a clear understanding of 
financial problems involved, given by cor- 
rect accounting practice, would be most es- 
sential. Possibly another explanation for 
this lack of interest is that the real estate 
business has tended to emphasize merchan- 
dizing to such an extent as to overshadow 
the management problems which in other 
lines of business receive the greater emphasis. 
It is probable, however, that with the in- 
creasing stress on cost reduction in the real 
estate business, real estate accounting will 
come into its own. 

Accounting for income tax purposes 
has been a major influence toward careful 
accounting practice and furnishes Professor 
Taggart’s approach to the problems of the 
business. Such a study is very valuable in 
view of the frequent changes in the regula- 
tions in the past. On the other hand, the 
probability of changes in their interpreta- 
tions in the future may call for subsequent 
revision. 

Material valuable both to the subdivision 
developer and to the accountant is found in 
the special treatment of such subjects as 
Carrying Charges, Determination of Lot 
Costs, and Installment Commissions. Hy- 
pothetical cases are given to illustrate some 
of the special problems found in the sub- 
division business. In such cases several 
solutions are advanced and the author’s 
preference and reasons stated. 

The book should prove valuable to all sub- 
division developers, but some of the presen- 
tation may be difficult to follow for those un- 
familiar with accounting methods and 
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terminology. Hence its chief utility would 

seem to be to accountants who have to set 

up or revise the books of a subdivision firm. 
A. D. THEOBALD 


Wu, Shao-Tseng. Ra1troaD VALUATION AND 
Farr Return. Philadelphia: Uni- 
versity of Pennsylvania Press, 1930. pp. 
X10, 2237. KF. 


In this up-to-the-minute little volume the 
author presents a sketchy but intelligent 
survey of the complexities of railway rate 
regulation. He divides his material into 
three parts: the basis of return, the fair rate 
of return, and related problems. 

In Part One Dr. Wu outlines historically 
the legal and economic background of valua- 
tion, and touches gingerly on the original- 
cost versus cost-of-reproduction controversy, 
summarizing the position of leading thinkers 
and the arguments for and against their 
theories. 

Part Two begins with a discussion of 
economic concepts of pure profits and moves 
on to consider the fair rate of return for 
railroad capital in the light of these abstrac- 
tions. The latter half of Part Two, together 
with Part Three, contains the meat of the 
work. There Dr. Wu acquaints us with the 
rate-making provisions of the Transporta- 
tion Act of 1920, its policy of group rate- 
making, the recapture clause, the efforts 
made by the Commission under this Act, 
and the part played by court decisions. 
Many of the important problems yet to be 
solved are indicated and intelligently ana- 
lyzed. The author’s major premise is that 
the railroads must be allowed a sufficient re- 
turn to enable them successfully to bid for 
the capital needed to maintain and improve 
their service. 

One difficulty to be overcome, if the entire 
country is to enjoy adequate transportation 
facilities, is the adjustment of income be- 
tween strong and weak carriers, without 
giving the former too much, the latter too 
little, and without encouraging inefficiency. 
The recapture clause is an attempted solu- 
tion. Dr. Wu believes that some form of re- 
capture provision is a necessary part of our 
present rate-making scheme, but suggests 
some pertinent modifications. Other factors 
discussed as bearing on this problem include 
the division of joint rates, consolidation of 
railroads, pooling of freights and revenues, 
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regrouping of rate territories, financial re- 
organization, control of construction, and 
abandonment of unprofitable lines. 

Mary Loutse Ramsey 


Mingos, Howard. THe BrrtH or an In- 
pustry. New York: W. B. Conkey Co., 
1930. Pp. 95. 

This very small book written ‘for some of 
the pioneers” is a brief but helpful summary 
of the problems affecting the growth of 
American aviation. At the beginning of the 
war, the industry was in an experimental 
stage, barely able to produce 2,500 planes a 
year, and strangled with patent litigation. 
War needs produced highly effective cooper- 
ation through the medium of the Manufac- 
turers’ Aircraft Association with its patent 
licensing and cross-licensing devices to speed 
production. By Armistice Day, output was 
geared to 21,000 planes a year. Three days 
later, cancellation of $100,000,000 in con- 
tracts dynamited the whole business struc- 
ture. The work of the Aeronautical Chamber 
of Commerce, formed January 1, 1922, and 
of Samuel Stewart Bradley, its guiding 
genius, in re-establishing the industry and 
making the public “air-minded” is the gist of 
the volume. It forms an interesting addition 
to the literature on “public relations” of big 
business. PETER LEININGER 


Van Hise, Charles R. THe ConsERVATION 
oF Our Naturat Resources. Revised 
edition edited by Loomis Havemeyer, 
G. A. Roush, F. H. Newell, H.S. Graves, 
G. S. Wehrwein, P. G. Redington, 
Elmer Higgins. New York: Macmillan 
Company, 1930. pp. xvit, 551. $4. 

Since the publication of Van Hise’s 
original work in 1910 so many changes have 
occurred in the problems connected with the 
administration and conservation of natural 
resources that a revised edition is timely. 
The present volume is in seven parts: mineral 
resources, water, forests, land, wild life, 
conservation, and mankind. The section on 
wild life is new. 

The chapter on mineral resources follows 
closely the text of the older edition, with 
additional discussion concerning those min- 
eral resources in which significant changes 
have occurred, or the extent of the resources 
has become better known, e. g., petroleum, 
natural gas, phosphates. 

The chapter on water concerns irrigation, 
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drainage, flood protection, water power, and 
navigation. This section is thoroughly re- 
vised to take into account the present status 
and problems of irrigated land, effects of © 
water drainage upon land values, and losses 
incurred by improper drainage. The place 
of water power in the energy needs of the 
country and its economic position in com- 
petition with steam power are described, 
with an analysis of the federal and state laws © 
governing use and development of water 
power. The effect of technical improvements 
in long distance transmission of electric — 
power is related to the economic value of — 
remotely located water power sites. The 
economic value of waterways for navigation 
and problems of construction and utilization 
are also treated. 


The chapter on forests deals compre- 
hensively with their importance, wastes in 
forest utilization, losses in methods of han- 
dling forest areas, losses through disease, and 
improper taxation methods. This chapter 
opens with a description of the types of wood, 
the forest areas of the United States, and the 
extent of depletion of the original forest 
stand. The effects of wasteful lumbering 
methods, losses by fire, disease, and insect 
pests are adequately covered. The need of 
adequate forest administration, fire patrols, 
constructive legislation, including a revision 
of existing taxation methods, and research 
in forest problems is stressed. 


The chapter on land has been almost com- 
pletely rewritten. The author dwells on the 
utilization of land, the economic place of 
irrigated and drainage areas in our agricul- 
tural industry, and the need of a comprehen- 
sive land planning policy. The conserva- 
tional aspects of the land problem deal with 
the wastes of soil erosion, loss of necessary 
plant food elements, losses brought about by 
improper management of land. 

The chapter on wild life embraces a dis- 
cussion of vertebrate wild animals and shell- 
fish of importance as human food. The eco- 
nomic importance of wild life and the need 
of more adequate measures to preserve it are 
pointed out, together with suggestions for 
federal and state aid in promoting conserva- 
tion programs. 

The volume is larger and enriched with 
illustrations. It summarizes compactly the 
modern points of view and problems in the 
subject of conservation. W.H. VoskuIL 








